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PREFACE 


This type of review depends critically on the quality of information received. 
It should be obvious that I have had much helpful co-operation from the 
Department of Manpower and Immigration both in Ottawa and elsewhere. 
The Programs Analysis Section deserves special thanks for statistical and other 
help. 

In the main, this review was conducted between May and September of 1971. 
Subsequently the Economic Council of Canada, as part of its continuing interest 
in manpower policy, made available many of its findings in its Review, and I 
have tried to incorporate the part of their manpower research which comes under 
the mandate of the Prices and Incomes Commission. 

Specific thanks are owed to persons in a number of government departments, 
in industry, and at the Prices and Incomes Commission. Miss Patricia Joyce 
was most energetic and helpful with research assistance, Wayne Thirsk offered 
significant and useful criticism and Dr. John Cragg generously gave a valuable 
review which resulted in many improvements. None of the manpower (or 
womanpower) which has been active in this study is to be implicated for any 
shortcomings that remain. 

R. R. KERTON 
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chapter one 


INTRODUCTION 


Some Objectives 


This review is an attempt to consider the way in which Canada’s manpower 
programs can (and might) affect prices and incomes. The legislation creating 
these programs arose in a particular context that was in many ways similar to, 
but not identical with, current concern with inflation and unemployment. 
Manpower policy can have a number of possible objectives: the programs could 
be aimed at equity matters, at stabilization of the economy, or at allocative 
considerations affecting economic growth, and it could try to tackle any one of 
these objectives, or several, or all of them. 


In any event, the main “equity” or distributional intentions have been to aid 
the unemployed, although training, mobility and other plans do not exclude 
persons who do have jobs. For the stabilization objective, a manpower program 
is a blunt instrument. The size of expenditures on manpower—about three 
quarters of a billion dollars in 1972—does mean that the spending pattern can 
be timed in a countercyclical way, but beyond that, stabilization is not a first 
round objective.1 The main thrust of manpower policy has been towards eco- 
nomic growth2 through the alleviation of skill shortages and other bottlenecks, 
and through improvements in the allocative processes in the labor market, 
improvements which might increase the economy’s “‘potential” as well as its 


1 Officials have considered giving more attention to this objective. See W. R. Dymond ‘“‘Man- 
power Policy in Canada as a Selective Instrument of Economic Policy”, paper given to Economics 
Department, University of Massachusetts, February 18, 1970, (mimeo). 

2 The Prime Minister emphasized this in 1966 when the new Department of Manpower and 
Immigration was established. See ibid, p. 6; and also Economic Council of Canada, Eighth Annual 
Review, Design for Decision-Making, Ottawa, Information Canada, 1971, p. 96. 
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medium-term performance. It is precisely this prospect of advance through the 
alleviation of unemployment and inflation that is of concern in this review.3 

First, a look at the rationale for manpower policies to consider just what one 
might expect them to accomplish (Chapter 2), second, a short review of the 
labor market to see how well it is performing its functions (Chapter 3), and 
finally, a review of the several policy areas in an attempt to evaluate the pro- 
grams—not always in terms of their own objectives, but in terms of what is 
economically possible, particularly from the point of view of employment, 
prices, and incomes. 

The following section is a very brief look at some recent developments, both 
in theory and in practice, and its intention is to put the manpower programs 
into perspective. 

Manpower, Unemployment and Inflation 


The last dozen years or so have spawned a large number of statistical relation- 
ships which go by the family name of Phillips curves, each one intended to 
measure “the” relationship between unemployment and inflation. Phillips 
original version‘ described the association between percentage change in money 
wage rates and the unemployment rate. In the simplest version, this occurs 
because when unemployment increases it is easier for employers to acquire 
labor without aggressively bidding up wages, and conversely when unemploy- 
ment is low the tight labor market necessitates bidding up the price of labor. 
The step to a price relationship involves recognition that wages are a main 
component in output prices or that the cost of living affects wage changes, so 
that the relationship between wages and prices is direct. The generalization that 
this produces can be shown as: 


Figure 1 
ae The ‘Trade-Off Zone”, 
ate o . 
Change Unemployment and Inflation 
in 
Rrices 


Percentage 
Unemployed 


3 An optimistic approach to manpower policy in this light is Charles C. Holt and others. The 
Unemployment-Inflation Dilemma; A Manpower Solution, Washington, The Urban Institute, 1971. 

4A. W. Phillips, “The Relation Between Unemployment and the Rate of Change in Money 
Wage Rates in the United Kingdom, 1861-1957,” Economica 25: 283-299, November 1958. In a 
private communication James McCollum points out that the literature curiously ignores an early 
contribution by Irving Fisher titled ‘‘A Statistical Relation Between Unemployment and Price 
Changes,” International Labor Review 13(6): 785-792, June 1926. 
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Such an association between unemployment and inflation has been established 
for Canada,> although “‘the’’ curve can be debated. There is a certain danger in 
the precision implied by this kind of economic science—in this case policymakers 
can conclude that there is something inevitable about the particular trade-off 
being observed at any point in time. Policy might then be restricted to the option 
of choosing the “‘best”’ point on a Phillips curve—the best mix of unemployment 
and inflation—and living with that. This can be shown to be in error by a 
demonstration that the rate of trade-off changes, or by showing that the curve is 
sensitive to policy variables outside the Phillips scheme of reference; and in 
fact research advanced this far some time ago.® An active manpower policy 
enters at this point—in fact Professor Lipsey indicated in his important early 
contribution why an active manpower policy appeared to be an instrument 
capable of “‘shipping in” a trade-off relationship allowing a better performance 
on both inflation and unemployment.? 


In Canada a number of manpower policies came into being under the Depart- 
ment of Labor, particularly between 1960 and 1965, and on a scale that now 
appears tiny by comparison. The direct motivating influence was the Phillips 
dilemma in another guise—the controversy over structural unemployment and 
the policy problems presented by unusually high unemployment rates from 1958 
to 1962. While the structuralists did not win clear acceptance for their argument 
either in Canada or in the international arena,’ their case appeared stronger 
here, partly because of higher and more varied unemployment rates,? and partly 
because of obvious problems presented by income disparities, cultural differences 
and a peculiar geographic distribution of the population. 


The momentum for active manpower policies was established in any event, 
and received with very little objection by the majority of economists who fa- 
vored the expansion of aggregate demand as a primary policy but recognized 
that a certain amount or training and mobility was “cheaper” than unemploy- 
ment or inflation. The political and economic ground was prepared for a major 
increase in the level of activity in the manpower field, well beyond, for example, 
the scale of operations in the United States. Growth of expenditure over the 
past six years has been at a compound rate that exceeds 15 per cent per year. 


5S. F. Kaliski, ‘““‘The Relation Between Unemployment and the Rate of Change in Money 
Wages in Canada,” International Economic Review, January, 1964, pp. 1-33. Also Ronald O. Bodkin, 
Elizabeth P. Bond, Grant L. Reuber, and T. R. Robinson, Price Stability and High Employment; 
The Options for Canadian Economic Policy, Economic Council of Canada, Ottawa, Queen’s Printer, 
1966. 

6The Economic Council of Canada performed an early service by putting the discussion in terms 
of a trade-off ‘“‘zone”’ which avoided the determinism that can be read into a curve. Economic Council 
of Canada, Third Annual Review: Prices, Productivity & Employment, Ottawa, Queen’s Printer, 1966 
pp. 140-46, esp. p. 144. Their ‘‘zone”’ recognized the importance of the foreign sector. 

7 Richard G. Lipsey, ‘““The Relation between Unemployment and the Rate of Change of Money 
Wage Rates in the United Kingdom, 1862-1957: A Further Analysis”, Economica, 27: 1-31, February 
1960. He demonstrates that if the distribution of unemployment among labor markets is made more 
even, the macro-relation shifts favorably, ibid, pp. 15-19. 

8 The best brief discussions are S. F. Kaliski, “‘Structural Unemployment—A New Stage in the 
Debate,’ The Canadian Banker 74(3): 72-77, Autumn, 1967; and Sylvia Ostry, “The Canadian 
Labor Market,” in Canadian Labor in Transition, edited by Richard U. Miller and Fraser Isbester, 
Scarborough, Ont., Prentice-Hall, 1971, pp. 47-48. 

9 This is even though standardizing these rates for international differences in definitions brings 
the rates closer together, as shown in some work for the Prices and Incomes Commission. 
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In Canada, active manpower policies on a significant scale date from the 
formation of the Canada Department of Manpower and Immigration in 1966. 
One immediate precipitating force for “‘active’’ measures was the 1964 espousal 
of active manpower policies by the Economic Council.!9 Reviews by the Organi- 
zation for Economic Co-operation and Development in April and September 
of 1965 probably added impetus.!! In 1966 the Government of Canada consoli- 
dated parts of three departments dealing with training, mobility, unemployment, 
immigration, and placement, into a new Department of Manpower and Immigra- 
tion. In the words of one officer, “Since that time, significant strides have been 
made in the development and implementation of new policies and resources 
devoted to this area have more than doubled in the intervening years.”’!2 


TABLE I 


Federal Operating Costs of Manpower Programs in Canada, 1966-67 and 1970-71 
(in thousands of dollars) 


Program 1966-67 1970-71 
‘Lraiminge PrOSTAMS 2.2. nscr coh. eee cust eee ae eee 71,461 2092 att 
Manpower Division* (employment services)...............0:e 37,030 58,529 
Mobility Programic eee eee ee eee a ee 1,200 7,286 
Program Development: Service ge a. a ee 1,000 5,870 
Vocational Rehabilitation of Disabled Person....................... 750 Seow 
Manpower, Consultativerservyice? «- meee ee 100 237 


+ Field expenses only. 
++ Manpower and training analysis, planning, evaluation and research. 
+++ Plant closures and large lay-off adjustment measures. 


Sources: The 1970-71 figures are a special preparation by the Department of Manpower and 
Immigration (April, 1972), and the 1966-67 figures are as reported in Gerald G. Somers, 
‘**Federal Manpower Policies,” in Canadian Labor in Transition, edited by Richard U. 
Miller and Fraser Isbester, Scarborough, Ont., Prentice-Hall, 1971, p. 58. 


Table I shows the way that the different active manpower policies have grown 
recently, and it demonstrates that the lion’s share of the expenditure goes to 
training programs. The employment services’ function is next in importance on 
this measure, followed at some distance by programs for mobility, research, 
rehabilitation and adjustment to technological change. 


Before evaluating the strides that have been made, in chapter two, we consider 
what would constitute proper grounds for “‘active”’ intervention. 


10 Economic Council of Canada, First Annual Review: Economic Goals for Canada to 1970, 
Ottawa, Queen’s Printer, 1964, pp. 181-83. This was reiterated in other Reviews. See for example, 
the Third Annual Review, op. cit. pp. 169-72, 196-97. 

11 The O.E.C.D. was a staunch early supporter of active policy and likely had some impact 
before 1965. See Organization for Economic Co-operation and Development, Manpower Policy and 
Programs in Canada, Paris, 1966. (Reviews of Manpower and Social Policies, No. 4). 

12 That is from 1966 to 1970. W. R. Dymond, Assistant Deputy Minister, Department of Man- 
power and Immigration, ‘Manpower Policy—The Canadian Experience,” in Industrial Relations 
Research Association, Proceedings of the Annual Spring Meeting, May 8-9, 1970, Albany, N.Y. 
Edited by Gerald G. Somers, Chicago, Commerce Cleaning House, 1970, p. 545. 
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chapter two 


THE RATIONALE FOR AN ACTIVE 
MANPOWER POLICY 


What Is An “Active” Policy? 


Over the last decade or so the word “‘active’’ has acquired a specific meaning 
when used in the context of manpower policy; it connotes a particular type of 
government intervention. 


“What is it that distinguishes an active manpower policy from the mere 
provision of a set of manpower services?” 


**An active manpower policy ... implies that there be not just a set of partial 
programs designed to meet specific and pressing needs at particular places 
and times, but that there be an overall, unified manpower program which 
is national or even international in scope, and which is concerned with the 
entire range of occupations and industries and with the long-range interests 
of workers, employers and the public, as well as with immediate problems.”! 


This statement by a long-time proponent of active manpower measures demon- 
strates the scope of the policies and the organization required, but it probably 
does not convey the degree of intervention intended. As currently conceived, 
an active manpower policy is one that goes beyond palliatives such as unem- 
ployment relief to intervene more directly in the provision of long-range in- 
formation or training and mobility assistance, and yet, it is one which stops 
short of any kind of compulsion. “Active” programs are viewed as measures 
which increase the number of choices available.2 


1B, Wright Bakke, ‘“‘Economic and Social Implications of an Active Manpower Policy,” in 
International Trade Union Seminar on Active Manpower Policy; Vienna, 1963. Final Report, Paris, 
Organization for Economic Co-operation and Development, 1964, p. 53. 

2 See ibid, pp. 61-2 for a discussion of the “‘voluntary”’ element in decisions. 
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An active manpower program is comprised of systematic government inter- 
vention in the labor market, first in a broking role, but more importantly on the 
supply side to affect the composition, location and matching of skills in the light 
of expected occupational demand. The objectives of this type of policy are 
anything but modest: full employment, growth, stable prices, and higher 
productivity.3 With this kind of promise, it is not surprising that active policies 
have received much attention, but exactly why are they necessary? 


Why Is An Active Manpower Policy Necessary? 


Any argument for government participation in the labor market clearly 
presupposes that the labor market does not do an effective job by itself. Chapter 
three contains an overview of some data to indicate how well this market is 
functioning; here the arguments from economic theory are given, in an attempt 
to present the rationale for participation and, if possible, to show what active 
manpower programs might be expected to accomplish. 

Grounds for intervention are based on the following three general lines of 
argument: the impediments theme, the shortage of information theme, and the 
externalities theme. 


(a) The Impediments Theme 


This argument can be summarized as follows: one reason why society is 
producing fewer goods than it could, and is using inputs wastefully, is that there 
are impediments in the market which prevent the optimal use of resources. 
There are four types of impediment which can be distinguished. The impediment 
can be directly in the labor market (direct impediment), or in other markets but 
with implications for the labor market (indirect impediment), and each of these 
can be either “natural’’ or “contrived”’. 


(i) Direct Natural Impediments 


The really important improvements in well-being depend on the dynamic 
elements of an economic system.4 These benefits are deemed by the majority to 
be large enough to outweigh the readjustments which they necessitate in labor 
markets.5 Waiving some reservations about certain of the wonders that tech- 
nology has brought us, it is possible to agree that changes which truly are 
beneficial often require readjustments which cannot be made instantaneously, 
and from that, it is possible to agree with a conventional argument that a 
certain amount of “. .. unemployment is considered a necessary adjunct of free- 
dom of action and decision by workers and employers. It is consequently thought 
to represent the minimum unemployment required to keep a dynamic industrial 


3 Given in Bakke’s order, as in ibid, p. 54. No doubt proponents in Canada would add reduc- 
tion of regional inequalities to this list. 

4The theme of J. Schumpeter’s The Theory of Economic Development, New York, Oxford 
University Press, 1961. 
' 5 One would be reassured if the decision-maker introducing the change bore the costs of the 
change. 
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economy in operation.”6 At a point in time this is often called ‘“‘frictional”’ 
unemployment, in the longer run it is often called “technological”? unemploy- 
ment. 

Natural impediments in the labor market are presumably what generates the 
“natural unemployment rate’’ that has been introduced as: 


‘**The ‘natural rate of unemployment’ in other words, is the level that would 
be ground out by the Walrasian system of general equilibrium equations, 
provided there is imbedded in them the actual structural characteristics of 
the labor and commodity markets, including market and supplies, the cost 
of gathering information about job vacancies and labor availabilities, the 
cost of mobility, and so on.’’7 


The natural rate at a point in time thus depends on the number and nature 
of impediments in the market and, while these may be expected to change only 
slowly as a rule, “the” rate for Canada may never be known with certainty. 
In 1964 when the Economic Council of Canada established its employment 
target, it argued that “‘...a three per cent rate of unemployment of the labor 
force would constitute a realistic objective ...’.8 Some feel that even though 
many European countries have had rates lower than this, it is inflationary to 
strive for such a low rate. Yet the Council was explicitly recommending an 
active manpower policy even at that early date, for it is stated: “*. . . we believe 
that this potential level of utilization of the labor force can be achieved on a 
sustained basis only if effective labor market policies are developed to promote 
higher and more efficient use of our manpower resources.”’10 

In any case, the message left by the natural rate theorists is that attempts to 
use conventional macro policies to reduce unemployment below the natural rate 
are doomed to frustration, the outcome of such efforts being inflation. Some 
aspects of active manpower policies are therefore attractive for they are seen as 
parts of a completely new instrument, one aimed at reducing the natural rate 
itself. These policies will be discussed in chapters four to seven. 


(ii) Indirect Natural Impediments 


These impediments occur in other markets but have effects on the labor market. 
Examples might be “‘animal spirits” or psychological variables affecting entre- 
preneurs, or Keynes’ liquidity trap. It is conceivable that a case could arise 
where it might be most effective to use an active manpower policy (or even wel- 
fare), but as a rule it will be more effective to attack such impediments directly 
wherever they occur. A problem with flagging exports, or consumption, or in- 
vestment ought to be treated directly in those markets and not in the labor market. 


6 Abraham L. Gitlow, Labor and Manpower Economics, 3rd. Ed., Homewood, Ill., R. D. Irwin 
1971, p. 356. 

7 Milton Friedman, “The Role of Monetary Policy,’ American Economic Review 58: 1-17, 
March 1968, p. 8. 

8 Economic Council of Canada, First Annual Review, Economic Goals for Canada to 1970, 
Ottawa, Queen’s Printer, 1964 p. 38. 

9 The Canadian rate has not been this low since 1953. See ibid, p. 10. 

10 [bid, p. 39. See also the lengthy footnote explaining what they had in mind. 
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The point has not been fully perceived as can be seen in recent attempts to shore 
up general confidence through the Manpower budget.!! 


(iii) Direct Contrived Impediments 


Despite two centuries of ineffectural chiding by economists from Adam Smith 
on, too little recognition has been given to the fact that actors in the economy 
always have an incentive to modify the market to their own advantage. Each 
of the three main actors can and does do this. Employers have used policies from 
Corn Laws to non-portable pensions, workers have tried restrictions on labor 
supply that run the gamut from training regulations to the closed shop, and 
government has tried policies from conscription to minimum wage laws. 

Governments, by virtue of their ability to make and enforce rules, participate 
at times with considerably more impact than the other two. Of substantial im- 
portance for employment and inflation has been the minimum wage, a policy 
which increases costs of production and unemployment. In several areas of the 
country the minimum increased by more than 50 per cent between 1968 and 1971. 
If across Canada 200,000 workers were affected!2 and if the price elasticity of 
demand for labor is even 0.6 (surely an underestimate!3) then despite the highest 
intentions of the policymakers 60,000 jobs have been destroyed, about one tenth 
of total unemployment, although many from the low-paying jobs would probably 
leave the labor force and not show up in unemployment statistics. Recent 
research confirms that it is the marginal hard-to-place worker who has his job 
eliminated.!4 It is also true that these laws are a broad brush type of instrument 
that cannot take account of the condition of local labor markets. On the basis 
of the scant evidence now available, it appears that federal and provincial 
governments have underestimated the costs of minimum wage laws over the 
recent period. The least one could hope for would be that this active manpower 
policy be used more cautiously and certainly not during time when unemploy- 
ment is high. 


11 Jn 1971, the Department of Manpower and Immigration spent nearly half a million dollars 
on large newspaper advertisements which were presumably designed to change expectations or 
restore confidence: ‘‘What is needed now is the kind of confidence that will persuade people to make 
those expenditures they’ve been postponing,”’; or ‘““The real stimulus must come from your initiative 
and your confidence in the future of this country.’ Globe and Mail, July 24, 1971, p. 11. It is not 
clear whether such expenditures are more likely to restore or to shatter confidence. 

12 Probably an underestimate. A survey taken in Ontario before that province’s minimum wage 
was raised from $1.00 per hour to $1.30 found that 130,000 workers would be affected (see Appendix 
1). The author felt that because of the 14-month lag between the survey and the implementation of 
the $1.30 minimum “. . . one would expect the actual direct impact to be small.”’ Frank Whittingham, 
Minimum Wages in Ontario, Analysis and Measurement Problems, Kingston, Ont., Industrial Rela- 
tions Centre, Queen’s University, 1970. (Research Series No. 11), p. 19. Data collected nine months 
after this 30 per cent increase show many persons in the retail trade, laundries and hotels earning 
the minimum wage, an indication that this was a binding constraint. Canada, Department of Labor, 
Wage Rates, Salaries and Hours of Labor, October 1969, Ottawa, Queen’s Printer, 1970, pp. 209- 
212, 225, 229-231. The follow-up study done in Ontario is defective in that it omits precisely those 
industries where an effect would be felt (retailing, hotels, and laundries, etc.); see Appendix I. Even 
so, it does show that 192 of 353 employees laid off between November 1968 and January 1969 
earned less than $1.30 per hour. Ontario, Department of Labor, Research Branch, The Short-Run 
Impact of the Thirty Cent Revision in Ontario’s Minimum Wage on Five Industries 1970, p. 36. 

13 Lloyd G. Reynolds found an elasticity of about — 1.0 for Puerto Rico (— 1.1 to — 0.9). ‘““Wages 
and Employment in a Labor-Surplus Economy,” American Economic Review 55: 19-39 March, 
1965, pp. 33-35. 

14 Thomas Gale Moore, ‘‘The Effect of Minimum Wages on Teenage Unemployment Rates,”’ 
Journal of Political Economy 79: 897-902, July/August, 1971. 
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There are numerous other contrived impediments in the labor market, and as 
the calculation intimates, these can be of substantial importance for unemploy- 
ment and inflation. The common practice of excluding this class of impediments 
from consideration as part of an active manpower policy is therefore mistaken. 
A starting point would be some research on the contrivances to discover which 
ones yield net benefits and which ones do not. 


(iv) Indirect Contrived Impediments 


An example of a contrived impediment that affects the labor market indirectly 
occurs when oligopolistic product pricing methods are used, which normally 
means that at the firm level, less labor is hired than under competition, and that 
fiscal and monetary policies must “work harder’”’ to compensate. Other indirect 
contrivances include tariffs, quotas, selling regulations, licensing and such like. 
In general, where these are unwarranted it is best to attack the impediment in 
the market where it occurs, which means that the scope for active manpower 
policies here is limited. 


(b) The Shortage of Information Theme 


In some cases shortage of information can be regarded as yet another impedi- 
ment in the labor market, in others as an adjunct to the externality argument. 
However, since sufficient work has been done to give it its own theoretical under- 
pinnings it is considered separately here. At least one well-known economist 
feels that this theme is different in substance, for he eschews: “*. . . administered 
prices, monopolies, minimum wage laws, union restrictions, and ‘natural’ 
inflexibilities of wages and prices...”’!5 as an explanation of unemployment 
which exists in equilibrium, preferring an explanation which depends on the 
costliness of information. Some research in the early sixties renewed interest in 
search costs as a reason why both the employer and the employee do not“ find”’ 
each other—both spend money on search only up to the point where private 
search expense equals the private returns from search.!6 To the extent that there 
is profit from specialization in the search industry we expect private employment 
agencies to arise and to capture any increasing returns to scale that exist. This 
is an improvement but it remains true that the private costs and returns can 
result in some unemployment. The government should be willing to undergo 
search costs up to the opportunity cost of unemployment—-say the present value 
of all transfers to each unemployed individual. 

Thus far the search costs debate has not recognized that it is sometimes useful 
for either the employer or employee to attempt to conceal information!’ and 
this too will be pursued to the point where the expected marginal return from 
concealment equals expected marginal cost. Both equity and efficiency require 
intervention to compel disclosure. 


15 Armen A. Alchian, “Information Costs, Pricing and Resource Unemployment,” in Micro- 
economic Foundations of Employment and Inflation Theory, E. S. Phelps and others eds. New York, 
Norton, 1970, p. 27. 

16 George J. Stigler, “The Economics of Information,” Journal of Political Economy, 69: 213-25, 
June, 1969, and “Information in the Labor Market,”’ Journal of Political Economy, 70, (5) pt. 2: 94- 
105 October, 1962. 

17 The history of industrial diseases provides chilling testimony. 
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There is also a different argument, one that is the basis for general participa- 
tion of governments in the provision of information.!8 The thesis is that each 
individual decision-maker is unable to see the outcome on the collective impact 
of a myriad of other decision-makers facing similar choices, but that a central- 
ized information agency can do this. One example concerns the lagged relations 
between a shortage of skilled workers and the cobweb type of over-response that 
sometimes results after the training period.!9 

Information in Canadian labor markets is examined in chapter four. 


(c) The Externalities Theme 


The general argument here is that investment in training, mobility and so on, 
yield a benefit to the public over and above any benefit captured by the indivi- 
dual.20 The following is a well-known list of some possible external economies 
of education: child-care services to the family, improvement of future parents 
as teachers,?! inculcation of “social” values, less crime, more equal opportunity, 
research, higher productivity of co-workers, etc.22 

If this is the case, then society is justified in paying for the difference between 
the amount of education an individual will buy and the amount where the 
marginal social cost is as high as the marginal social benefit. A common feature 
of external economies is that they are often very difficult to measure, and the 
fuzziness in measurement can be enough to “‘justify’’ whatever one has in mind. 
Of some importance is the distinction between general and specific training.23 
Training that is specific to a firm would be provided by the firm, and public 
spending here would be wasteful. 

In any economy which has accepted the principle that some level of public 
assistance to the unemployed is a right, expenditures on increasing the employ- 
ability of workers can be warranted up to the point where the poverty assistance 
is cheaper. And though it may seem peculiar, it has been shown that “‘... our 
social objectives include considerations not only of how much income everyone 


18 See Fernand Martin, “The Information Effect of Economic Planning,” Canadian Journal of 
Economics and Political Science 30: 328-42 August, 1964. 

19 An example is the long shortage of teachers in Canada then the over-supply in the early 
seventies. In this case, the market gave the signal first but the data from the Manpower Information 
Analysis Branch did show the dimensions of the problem. See A. W. Cowan, ‘“The Employment Out- 
look for Elementary and Secondary School Teaching,’’ Canada Manpower Review (Second Quarter, 
1971), pp. 21-27. 

20 Ozay Mehmet, in “A Critical Appraisal of the Economic Rationale for Government- 
Subsidized Manpower Training,” Relations Industrielles 25: 568-580 August, 1970, considers exter- 
nalities and the structural labor market hypothesis as potential justification for manpower training. 

21 Perhaps it is not surprising that Marshall felt this point to be of importance: ‘‘... the first 
and most powerful influence (on general ability) is that of the mother.’ Alfred Marshall, Principles 
of Economics 8th. ed., Macmillan, London, 1920, reprinted 1964, p. 172. See also pp. 171-172 on 
other external economies. 

22 Burton A. Weisbrod, ‘‘Education and Investment in Human Capital,” Journal of Political 
Economy 70 (5) pt. 2: 106-23 October, 1962, esp. 115-120. 

23 Gary S. Becker, Human Capital, A Theoretical and Empirical Analysis with Special Reference 
to Education, New York, National Bureau of Economic Research, 1964, pp. 11-29. Marshall drew 
the distinction, albeit less sharply, in his Principles of Economics, op. cit., p. 172. 
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has, but also how he obtained it.”24 This can require the purchase of more 
training, mobility, etc. than would be justified by allocative efficiency reasons 
alone. 


Tasks of an Active Manpower Program 


In short, economic theory offers three possible reasons why an active man- 
power program might be necessary: the impediments theme, the shortage of 
information theme, and the externalities theme. While these are not completely 
independent, each theme suggests a policy area, or a set of tasks for manpower 
attention. For example if impediments prevent workers from moving to better 
jobs, a mobility program might be called for to improve the matching of workers 
and jobs; if much-needed information is not available an information and coun- 
selling network might be required; if externalities are important—as has been 
recognized with general education—a training program may be necessary. 


It would be imprudent however, to accept these predictions from economic 
theory without any look at operation of the labor market to see where the real 
problems are in practice. Chapter three attempts to do this. 


24 Burton A. Weisbrod, “‘Benefits of Manpower Programs: Theoretical and Methodological 
Issues,” in North American Conference on Cost-Benefit Analysis of Manpower Policies, Madison 
Wis. 1969, Proceedings. G. G. Somers and W. D. Wood, eds. Kingston, Ont., Industrial Relations 
Centre, 1969, p. 14. 
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chapter three 


SIGNALS IN THE LABOR MARKET 


The work that has been done on labor markets in Canada has been hampered 
by the absence of data on an occupational basis. A fine example is Professor 
Rosenbluth’s ““Wage Rates and the Allocation of Labor’’,! where a noble 
attempt is made to derive occupational implications from data that is classified 
on an industrial basis. In spite of this difficulty, his work, and work done for 
the Prices and Incomes Commission,” has indicated that in a general way wage 
rates do seem to be serving an allocation function in Canada. 

At the same time it should be apparent that if professionally trained economists 
have difficulty discerning signals in the labor market, persons preparing for 
careers or considering a different occupation will also have trouble. The difficulty 
accounts for some shifting between data sources in the following attempt to 
uncover the basic signals in the labor market. Here we propose to take a brief 
look at occupational data for some broad aggregates from the Labor Force 
Survey, for new entrants from Department of Manpower and Immigration 
compilations, and for some important professional groups from Taxation 
Statistics (Department of National Revenue). 


Table II and Figure 2 showing employment in selected occupations 1961-1971, 
indicate in a rough way the relative magnitudes of persons in each occupational 
group, and the rates of change in employment in each group. It is apparent that 
the most rapidly growing group over the decade was the professional and 


1G. Rosenbluth Canadian Journal of Economics, 1: 566-582, August, 1968. 
2 Study prepared for the Prices and Incomes Commission, Ottawa, B. L. Scarfe, “Sectoral Cost 
and Demand Functions for the Canadian Economy”’ (unpublished). 
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‘technical group, and following that, clerical workers. The largest group in this 
classification scheme is craftsmen and production process workers and their 
rate of growth was virtually constant during the last half of the sixties. Figure 3 
uses first differences from the basic data and highlights these employment 
changes. The decline in the number of laborers and unskilled workers over the 
second half of the decade is especially significant. Throughout this period there 
appeared to be expansion mostly in the professional and technical group. Thus 
we have a rather crude signal of a possible shortage among this class, and no 
obvious shortage among laborers and unskilled. 


These statistics on employment are generally regarded as reliable, and the 
next logical step would be to look at wage data on the same occupational basis. 
Since this data is not collected, the most elementary operations of the labor 
market cannot readily be observed, and it is necessary to resort to indirect meth- 
ods and inferior statistics. Further, given the uncertainty about the way that 
adjustments occur in this market, the tests in this section are highly tentative. 


TABLE II 


Employment in Selected Occupations 1961 to 1970 
(in thousands) 


Craftsmen 
Profes- Service and Laborers 
All sional and Produc- and 

Occu- Mana- and Recrea- tion Unskilled 

pations gerial Technical Clerical tion Process Workers 
1961 Ae 6,055 560 598 805 658 1,464 302 
LOG 2 eee ees 62225 581 659 830 676 1,536 295 
1963 neve 6,375 589 674 857 708 1,585 308 
19640 Ae 6,609 609 702 884 Tie 1,628 327 
1965.2 eee 6,862 637 782 919 793 1,730 335 
1966.33 Tenley, 669 876 1,007 813 1,864 345 
L9G] oe eee 7,379 693 917 1,038 874 1,924 315 
196840) \322 2 TES31 714 980 1,110 908 1,910 312 
1969.00. 7,780 748 1,038 15152 937 1,981 318 
19/0 eee 7,879 786 1,070 1,168 967 1,954 319 


Source: Labor Force Survey, Special Tabulation, (Statistics Canada, 1971). 


Reasonably it can be expected that if there is any inflation-inducing shortage 
among workers in the professional and technical group this should show up 
most clearly as rapid increases in the recruitment wages offered to new entrants. 
Data on the average starting salary offered to members of the professional and 
technical group are available for graduates according to discipline, although 
problems with the small and shifting samples mean that employment quantities 
are far less reliable than wage data. Table III gives data for 13 groups—most 
unfortunately excluding health sciences—and in a general way it indicates that 
(with the exception of geology) all groups shared in the expansion of demand 
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Figure 2 
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Figure 3 
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from 1960-1970. The unweighted average increase in starting salary was 56.4 
per cent while average wages in manufacturing in Canada changed by 68 per 
cent over the same period.3 

If we could assume that the salary /evel in 1960 reflected differences in net 
advantages among the different careers then we could infer that the change in 
wages from 1960-1970 reflected scarcity alone. Still, given the problems in the 
classification and the collection of the data, and the close clustering of most of 
the decennial change rates, it would be improper to try to draw closer distinc- 
tions than the data can bear. It is surprising to see general arts and science with 
the fastest rate of change in wages (followed by metallurgical and chemical 
engineering). Parenthetically, the data seem to indicate that chemists are not 
substitutable for chemical engineers. 


3 Many observers would attribute a large portion of the difference to demographic changes 
operating specifically with new entrants to the labor force. 
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TABLE III 


Average Starting Salary and Change in Average Starting Salary by 
Discipline of Academic Training, 1960-1970 


(per month) 
Average Starting 
Salary Change 
Discipline 1960 1970 1960-1970 
$ $ 7o 

Artsiand science. (General) trenanecn) ares ket ee cere 340 553 62.7 
COTTINET CE sce re ee RAE ts eu eR oe encase 358 S73 60.1 
CENEMLISURY.cccuctretees tev ketene CORRE oe Sete cs om a 404 607 50.3 
Mathematics emtee litera Sak tie che thas Serene ce ELT ae 373 578 55.0 
CEO OD Vere Nene rare anak tee ame ner eaten eran 436 602 38.1 
Economics and Political Science vac. a..c2eannee tate eee 362 559 54.4 
CeWemical EN eiNeerin grt ace cerca te teri e steve tae oem tel ers 405 654 61.5 
CIVITFENSINCELIN GD, eect et ee ee ci ccs ace: 420 658 SOe 1 
Blectrical (En ginvGerin gs 2 see isso Meee seca eave cenee tees 409 657 60.6 
Mechanical Engineering ae em merce tesamern ted tetnees crater. 417 654 56.8 
MGrauUreical ENSINeCerin ges tis... et eteroes: Mion ee te 415 670 61.5 
INETOIN SVEN CINCCHIN ace tre ce eee ree Penne ere eer 448 710 aye) 
ENRILCeL IN OPN YSICS oer earn nc eee or 409 645 Vist 
EA VCTA GCI eer ots tee Be ae eMamh iene Goin neta Nes 56.4 


Sources: 1. Report on Stating Salaries for University Graduates 1960-1967, Canada, Department of 
Manpower and Immigration, October, 1968, p. 77. 


2. Requirements and Salaries, University Graduates, 1971. Canada, Department of Man- 
power and Immigration, 1971, Tables III to V. 


If there have been any inflationary impacts from shortages in these occupa- 
tions this should show up as sharp increases in starting salaries during the latter 
part of the decade. Data on a comparable basis are available for a 1966-1970 
period for 23 disciplines. These are indicated in Table IV which also includes 
an indication of the rate of inflation, and a measure of the level of economic 
activity. Modest wage changes in the five science disciplines for which a compari- 
son can be made indicate a fairly weak signal that should not have inflationary 
consequences and is perhaps explained by the early expansion in teaching 
capacity in scientific disciplines after 1958. Fairly strong signals are visible 
throughout this period for psychology, for all of the six engineering disciplines 
included, and for the nine professional disciplines included—especially strong 
are the signals from disciplines connected with health and education.4 The 
apparent strength of these signals at a time of high unemployment is of some 
significance for inflation. 


4 As early as 1965-66, the O.E.C.D. was able to point out that: “‘There is still a persistent short- 
age of people with some of these skills—as, for example, in the social sciences and in the medical and 
other health professions.’ Organization for Economic Co-operation and Development, Training of 
and Demand for High-Level Scientific and Technical Personnel in Canada. Paris, 1966, p. 122. 
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TABLE IV 


Annual Change in Starting Salaries of University Graduates 1966-1970 by 
Academic Discipline, and Selected Economic Indicators 


(per cent) 
Discipline 1966-67 1967-68 1968-69 1969-70 
Arts 
ECOTIOMIGS Bete cel gs ce ene taan de Stone eee 5.372 —0.196 1.768 10.618 
Psycholosy Sere ee ee 7.329 9.912 3.808 7.336 
Tore: (0) (ey <4) Raaee bey fe Wi erie Semen ayant en nat aaa —0.652 8.753 4.829 1.919 
Science 
Biglogy tite acts ee aia eee 8.159 —2.708 9.742 0.181 
Chemist y.ce pete, ee es eer 6.589 —1.636 1.664 10.364 
COM PUTETE SCIENCE Ne ermine trae tere meaner 9.195 —2.456 -—5.935 13.193 
CFEQIO SY erly Fh eat 80 Ion Ne ana mee 9.551 2.564 8.000 —7.099 
Wathematicsuea: ccm ee ie ener 12.500 —4.938 4.082 3.030 
Engineering 
Chemicals, Se ica: ssccac Meee eee ae ee 8.872 5.942 1.923 7.075 
COTV IL 80.22 oe eat = 5 ec, me SRY 8.939 6.325 1.286 8.571 
Blectricalt oie t. vectra aetna eres 7.792 5.680 2.280 7.962 
Mechanical ret. 8 gat er aye ee ee are 9.294 5.102 1.456 10.367 
Metatlurgicalet. ss, teach oeeonaey er eee ae 8.182 4.034 7.916 5.838 
MIN 9 Joi ob Mea ota ceeds eee an tae 11.754 4.854 5.556 10.088 
Professional and Other Disciplines 
A STICULEUTC c= rns, ER ect ee 5.918 6.936 4.865 6.357 
FOPeSUy eee, sateen ae ne eee tes tee are eoe as 7.540 9.963 2.013 9.539 
HomesEconomics yee ee 11.442 6.982 6.334 10.830 
Library SCIENCE. eine ee fi-3y 9.804 IFRS 14.485 
Professional and Other Disciplines 
SOCIAL WOCK eet itso ee 4.440 8.502 8.955 9.247 
OUCAT ON a. feast cee eee 17.960 5.075  —0.179 14.337 
Physicals RG@ucation aang ee eee eee ore 14.865 4.118 12.429 5.528 
UTSIN 07 eee ern cereal een ner em naar oy 6.311 14.384 16.567 5.308 
PRATMACV ete peace titre en eee 19.064 —10.480 9.594 12,345 
LinweightedzA veragess 3) eee ee ee 9.044 4.196 4.838 Tis 
March toeMarch ACPI.) eet ae eee ee 2.90 4.59 3.88 4.63 
1 Oh}nemployment: Ratewe ee 0.053 0.063 0.059 0.065 
AGUnemployment) Ratey on te eee 0.072 0.190 —0.071 0.102 


These perceptible wage signals appear in spite of the basic acceptability of 
the “‘vestibuling”’ hypothesis that in times of higher unemployment the brunt 
of the adjustment made by firms is borne by new entrants to the labor force.5 
This occurs because any decrease in employment results in movements down the 
skill ladder with the persons at the bottom being displaced, in the same way that 


5 This part of the vestibuling hypothesis is referred to as the “‘paradigm of the job ladder’’. In 
this scheme, workers enter at the bottom of the ladder and climb through skill rungs towards the 
top; employment contractions reverse this process. See Melvin W. Reder, ‘‘Wage Structure and 
Structural Unemployment”, Review of Economic Studies, 31: 309-22, October, 1964. 
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bumping occurs under union seniority arrangements. Workers who have been 
longer on the job have obtained more “specific” training and are therefore to 
be ‘“‘hoarded”’ during times when production is low.® 

However, at the same time, labor is being supplied from a population base or 
from educational institutions at some independent rate. Thus, when employers 
cut back on hiring, the supply continues to increase as before, and a number of 
new entrants will be unemployed until hiring expands again, at which time they 
will be absorbed into the labor force.’ Starting salaries will therefore reflect 
these employment conditions. 


TABLE V 


Responsiveness of Unemployment Rates of Selected Age Groups 
by Sex to One Per Cent Change in the Aggregate 
Unemployment Rate, Canada 


Ages Females Males 
Yo ie 
| Beal Sn ari lam Ale I ce aE 0.5 Ph 
2A Benet ee oe artist cade 0.3 220 
Pee Set heer RA a ee Ze 0.2 1e3 
BAA ce wens) ure 4 kee eet ie cae 0.2 1.0 
ra ysl a |, em a ee RS 0.2 1.1 
b= O4 eee ee et ee 0.2 et 
O5sand Overeetts whe nee Ae 0.1 0.8 


Source: Calculated from monthly data for 1953-1969 from Statistics Canada. 


Table V demonstrates how consistent Canadian data are with the vestibuling 
hypothesis. A one per cent increase in the overall unemployment rate is asso- 
ciated with a two per cent increase in unemployment for all males under age 25. 
For females the corresponding relationship holds throughout the age structure, 
though the level of burden is less severe. In view of the apparent support for 
this adjustment mechanism from data on age aggregates, what happened to the 
professional and technical groups that were singled out above? 

The data indicates that changes in average starting salaries for the groups we 
have been discussing are loosely related to whether or not unemployment is 
increasing or decreasing. This can be seen in Table VI in the relationship between 
columns (4) and (5). The absolute level of first-quarter unemployment may 
have a role but it appears to be less important (columns (1) and (4) in the table). 
Adjustment to real values using the Consumer Price Index does not appear to 
improve the relationship (columns (2) and (4) or (2) and (5).) For engineering 
and the health disciplines in particular (as shown by the earlier Table IV), the 
relationship is still present, but weaker; and changes in starting salaries are still 
positive and fairly high—possibly more interpretation than this data source 
can bear. 


6 This part of Reder’s hypothesis is predicated in the well-known paper by Walter Oi, ‘Labor as 
a Quasi-Fixed Factor’, Journal of Political Economy, 70: 538-555 December, 1962. 
7 As in Reder, op. cit. 
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TABLE VI 


Reported and Real Average Annual Change in Starting Salaries of University Graduates and 
Selected Unemployment Rates, 1966 to 1970 


(1) (2) (3) (4) (5) 
Change in Real Change _ First-Quarter Annual 
Unweighted in Unweighted Unemploy- Change in 
Average March to Average of ment at Time First-Quarter 
Starting March Change Starting of Wage Unemploy- 
Salaries in CPI Salaries Offers ment 
7 7o 7o Zo 7o 
1966-67........... 9.044 2.90 6.144 5.29 7.16 
1967-68.......... 4.196 4.59 —0.394 6.30 18.97 
1968-69.......... 4.838 3.88 0.958 5.86 —7.12 
1969-70.......... Lede 4.63 3.083 6.45 10.20 


Sources: Canada, Dominion Bureau of Statistics, Prices and Price Indexes, Cat. No. 62-002 
(Monthly) 
Canada, Dominion Bureau of Statistics, The Labor Force, Cat. No. 71-001. (Monthly) 
Canada, Department of Manpower & Immigration, Requirements and Average Starting 
Salaries; University Graduates. (Annual) 


In summary, if this rather shaky evidence from starting salaries is combined 
with the more reliable evidence on employment given in Table II, one can infer 
that over the inflationary period from 1966-1970 (and perhaps earlier), there is 
an indication of scarcity of certain professional and technical workers. It is 
possible therefore that an active manpower policy might have a training role in 
some of these occupations. A closer look at these occupations might tell whether 
the labor market is making an adequate response on its own. 

Data on the professional and technical groups in Canada are not collected 
in the usual statistical surveys despite their obvious importance. Taxation data, 
if used carefully, does permit a look at the basic signals that we require here. 
There are two problems with this data source. One is that with “‘self-enumera- 
tion” the individual chooses the occupation under which he classified himself. 
This might even be an advantage for the present purpose, and in any case it is 
not a problem so long as large groups of persons do not systematically alter 
their classification. 

The second fear concerns the income that must be reported for tax purposes, 
and this is a problem if there are changes in the nature of the income reported 
(or not reported) over the period in investigation. It is known, for example, 
that fee recipients have better opportunities to classify joint production-con- 
sumption items as expense than do wage recipients. Since we are working with 
relative changes here we need to assume that the ability to do this does not 
change substantially over time. Also, for this purpose it does not seem to matter 
much whether one uses before or after-tax income because occupational ranking 
does not change that much between reported before-tax income and reported 
after-tax income. We therefore used reported before-tax income per person 
classifying themselves as belonging to that group, (Table VII), though the 
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TABLE VII 


Increase in Income and in Number of Persons by Occupation, from Tax Data, 1959-1968 


Canada 
Average 
Before-Tax Average Percentage 
Income Annual Percentage Increase 

1968 Percentage Increase in Number 

(all returns) Change inIncome of Persons 
(Thousands in Income from from 

Occupations of dollars) 1959-68 1959-68 1959-68 

1. Entertainers and Artists.................. 4.652 —1.4 —12.5 186.4 
2. Wholesale Traders.....................00 6.374 152 10.2 19.4 
BD MBINVESLODS ce fueron Sieckrer ee eee 5.302 23 20.3 48.2 
Te SALCSTNCT encase eat artad seco. 5.958 2.4 22.4 — 60.6 
5. Public Utility Operators.................. 4.002 Phe: PENG 33.6 
Gu Vianiracturersye es ee ee 58575 3.0 28.9 —37.7 
7. Proprietors of Construction............ 5.309 ee 3 leas 28 .6 
Sem Retal sl radersee ss. ates 3t5/ Ais SBN 14.1 
9. Other Professionalls...................00..6. 7.386 Say, 34.9 53.6 
10: Forestry Operators. ......0.0:.....0..0800 4.364 Si. 37.6 —20.1 
aE CLISIONICTS ec see esc en eee tee ccs 2.823 3.8 ah) 378 .3 
PPM ISDCUINCD ee hence aan aac 3.990 a 41.3 79.6 
PAPA ALINICLS eee ee OR er teens 3.244 4.1 41.4 41.8 
13. Municipal Government.................. a) aby? 4.2 44.9 102.4 
14. Employees of Businesses................ 4.979 4.6 50.0 32.0 
15. Consulting Eng. and Architects... 21.211 4.9 51a 11.3 
LomeACCOUNtAMIS: 2777.0 ee 16.139 521 53.4 29.4 
17. Provincial Government.................. 5.462 Si 64.4 81.2 
18. Federal Government......................-. 5.867 57.9 66.7 ol 
19. Employees of Institutions.............. 3.810 6.0 68.7 170.8 
20. Lawyers and Notaries.................... 23 .040 6.3 Ties 21.8 
21. Teachers and Professors.................. 6.512 6.6 77.0 Thy 
eam DOC LISTS anetang tna ie) can res ee 19.521 6.8 80.4 16.9 
23. Medical Doctors and Surgeona...... 28 .934 da3 88.9 34.4 


*Omitted because the role of income in attracting ‘“‘entrants’’ may not be meaningful. 
SourcE: Canada, Department of National Revenue, Taxation Statistics 1960-1970 Editions. 


“after-tax” findings are given in Appendixes II and III.8 Two occupational 
groupings were discarded as being too heterogeneous to be useful, and so too 
was the group “pensioners’”’ since it is not clear that income allocates new 
entrants to that occupation. 


Figure 4 has the origin centered at the median change in income and the 
median change in occupational quantity. This employs a concept of occupational 
mobility which recognizes that the change in income must increase by more 
than the general change in income in order to signal new entrants. In this scheme 
occupations in quadrants I and III very close to the vertical axis demonstrate a 
a high degree of allocative efficiency in terms of quantity response to income 
changes. 


8 If individuals have perfect perception of the tax they should make career decisions on an after- 
tax basis. 
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Figure 4 


CHANGE IN EMPLOYMENT AND BEFORE-TAX INCOME, 
CANADA, 1959-1968 


e1 


019 

P 

ercentage 50 

Change 

in 
Numbers 
100| 13 
“17 21 
3 i Percentage Change in Income 
15 60 742) 90 


List of Occupations 


1. Entertainers and Artists 13. Municipal Government 
2. Wholesale Traders 14. Employees of Businesses 
3. Investors 15. Consulting Engineers and Architects 
4. Salesmen 16. Accountants 
5. Public Utility Operators 17. Provincial Government 
6. Manufacturers 18. Federal Government 
7. Proprietors of Construction 19. Employees of Institutions 
8. Retail Traders 20. Lawyers and Notaries 
9. Other Professionals 21. Teachers and Professors 
10. Forestry Operators 22. Dentists 
11. Fishermen 23. Medical Doctors and Surgeons 


12. Farmers 


A good example is municipal government employees (13): a 45 per cent increase 
in income accomplished a 100 per cent increase in number of employees. 

Occupations that are farther in a clockwise direction from the vertical axis 
indicate markets that are less efficient, in fact for observations in quadrant IV 
or II the implication is that on this criterion changes in income are not serving 
an allocation function at all. Perhaps it is not surprising that these turn out to be 
licensed professions: dentists (22), medical doctors and surgeons (23), lawyers 
and notaries (20), and consulting engineers and architects (15). Federal govern- 
ment employees (18) comprise another group which shows little sensitivity to 
allocation, and after that, teachers and professors (21). In all of these cases the 
economy shows evidence of shortage in these occupations, but supply adjust- 
ments are being decided on other grounds. 
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Bearing in mind some delicate assumptions made above, and the shifting 
among statistical sources, and remembering that the case against wage guide- 
lines rests largely on the ability of the market to allocate effectively, that case is 
hardly overwhelming for the occupations mentioned. Guidelines on these 
groups would involve some productivity loss if the members felt that what 
appears very clearly to be a monopoly rent was instead a “‘just price’ (and some 
seem to hold to this strongly). They might then reduce their work pace, and this 
has importance because these are precisely the skills in short supply. More 
prudent for inflation and unemployment would be a policy to remove any 
barrier preventing supply adjustments from taking place. 

Two outside studies provide a different window on the same general question. 
A detailed O.E.C.D. study on the allocation of labor among industries failed 
to find support for the basic notion that employment responds to wage changes.9 
Rosenbluth, in reworking the analysis using Canadian data on the same indus- 
trial basis, found some positive association between the trends in wages and in 
employment,!0 which can be interpreted to mean that persistent wage signals 
“usually” bring about the appropriate employment response. This leaves open 
the possibility for manpower policy either to reduce the response time or to 
assist with perverse cases where they can be identified. 


Conclusions 


As far as can be told from the different scraps of evidence that are available, 
the labor market does perform its allocative function, but it seems to do this 
rather poorly. In some markets this degree of effectiveness might be good enough, 
but a poorly functioning labor market has implications for well-being that are 
both immediate and important. 

At least one conclusion for manpower policy follows from this overview and 
stands on firm footing: there is a need for a consistent set of data on an occupa- 
tional basis. This is because the simplest and most basic signals are difficult to 
discern in Canada, and because the occupational breakdown is the only basis 
which can really be helpful to labor market participants.!! In a rather direct 
sense this is strong support for the “‘shortage of information theme’”’ developed 
earlier. 


9 The study included data on Canada and, as noted, used statistics classified by industry (because 
of availability) rather than by occupation. Organization for Economic Co-operation and Develop- 
ment, Wages and Labor Mobility, Paris, 1965. 

10 Rosenbluth op. cit., pp. 579-80. Omitting two ambiguous cases he found support for the 
prediction from price theory in 10 out of 15 industries. If occupational data were available one 
would expect a better record for the prediction. 

11 Or to vocational or manpower counsellors for that matter. 
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chapter four 


INFORMATION IN CANADIAN LABOR MARKETS 


Search Costs and Hiring Channels 


In chapter two, second section: (b), it was argued that an individual will search 
for information on employment opportunities so long as the return from this 
effort is likely to repay the costs, and that the same condition holds for employers. 
Because there are external diseconomies associated with unemployment it is 
entirely likely that the private incentive structure would result in the cessation 
of search activities too soon, that is at a level where the marginal social benefit 
of search is still greater than the marginal social costs. As well, information in 
the labor market can have the characteristics of a public good—consumption by 
any one individual may not prevent others from using the information. Either 
way, there is justification for active manpower policies to provide current and 
future information on employment, hours, earnings, vacancies and so forth. 

In the provision of this information it is important to follow a principle 
which, for want of a better name, can be called ““Keynes G—rule” on govern- 
ment participation. Keynes argued the principle that “the important thing for 
government is not to do things which individuals are doing already, and to 
do them a little better or a little worse; but to do those things which at present 
are not done at all’’.! The G-rule then, is designed to prevent the waste that 
results from duplication. 

In order to follow this principle one must first discover what information 
would be available without an active information policy, largely through the 
efforts of potential workers and employers, and through private employment 


1 John Maynard Keynes, Essays in Persuasion, New York, Harcourt, Brace, 1932, p. 137. 
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agencies. Recent research has shown that the range of formal and informal 
channels of information is very wide indeed in the labor market. These include 
government employment agencies, private agencies, employee referrals, news- 
paper advertisements, credit and crime records, other employers, school place- 
ment agencies, union hiring halls, and word of mouth.? 

Among these diverse methods of search the government placement agency 
is not the predominant means, at least in terms of successful “matches” or 
hires.3 A study in the United States by the Organization for Economic Co- 
operation and Development,4 and some important work underway at the 
Economic Council of Canada5 permit the comparison in Table VIII. 


TABLE VIII 


Percentage Distribution of Job Matches by Job Search Method 
in Canada and the United States 


Percentage of all Matches 


United 
Canada(a) States(b) 
Method of Search 1968 1963 

Direct Hiring by Employer; 2. cane eee 39 36 
Relatives: PricndsAPmployees sae eee ee ee ee 26 23 
CFOVerNment Emp lOvMent SeLVice nt eee ne eee nee 16 16 
Newspaper fc sues oe heerears acetone cient eee 9 11 
Brivateshoiployment A Scacics: neq fee ee ee 3 4 
Other (Uncle letterss trade; UNIONS) 24. ee ee eee 7 10 


Sources: (a) Economic Council of Canada, Eighth Annual Review: Design For Decision-Making, 
Ottawa, Information Canada, 1971, p. 180. 


(b) Organization for Economic Co-operation and Development, Manpower Policy and 
Programs in the United States, Paris, 1964, p. 114. 


It is somewhat odd to find such a strong degree of similarity in the two 
countries, although it is reassuring to find agreement on the general message 
about the predominance of informal channels. The greatest change recently 
has been with the “private” channel. An accurate number for private employ- 
ment agencies for 1972 is probably about double that shown in Table VIII; 


2 Albert Rees, “Information Networks in Labor Markets”, American Economic Review, Sup- 
plement 56: 559-566, May, 1966. 

3 The success depends on the occupation considered. A Chicago area study of several specific 
occupations found that “*...in no case were hires through state employment agencies more than 
four per cent of the total.” Ibid., p. 564. 

40.E.C.D., Manpower Policy and Programs in the United States, Paris, 1964. 

5 Economic Council of Canada, Eighth Annual Review: Design for Decision Making, Ottawa 
Information Canada, 1971, ch. 8, based on some forthcoming work by Dennis R. Maki, Research 


and Experimentation in Labor Market Search Behavior, Economic Council of Canada Special Study 
No. 21. 
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all accounts agree on phenomenal growth in private services over the last 
decade,® my own estimate is that their share may now be as great as 10 per 
cent of all permanent hires.’ 

If past experience is any guide, there is some danger that the discovery of 
the relatively small role of government employment services coupled with the 
legitimate call for the publication of performance measures to permit an evalu- 
ation of Canada Manpower’s placement activities’ will result in an effort 
by the government service to increase its “share of market’’. Such a straight- 
forward response would be unfortunate because, given current research, it 
may not be desirable to switch hiring matches to the public channel from, 
say, word of mouth. Word of mouth is probably cheap and/or efficient while 
the public employment service may well be more costly. 

The most useful response will be to use current and forthcoming research? 
to pinpoint sub-markets that are not being effectively served by current institu- 
tions. Most conspicuous among the sectors not being well-served is the unem- 
ployed group where perhaps an additional survey on informational problems 
would be helpful. 

Another problem area is the exceedingly high level of turnover in the Canadian 
economy. Both public and private agencies make an attempt to separate “‘per- 
manent” from ‘“‘temporary” placements, yet it appears that about four million 
“permanent” hires are made each year—in a labor force that numbers about 
eight million. No doubt the organization of industry has much to do with 
this, but it is possible that in some labor markets the matching is poorly per- 
formed. 

On this part of Canada Manpower’s operations there is room for both 
confidence and optimism. If the temptation to maximize some overall “‘place- 
ment ratio” can be avoided, much can be gained from seeking out problem 
areas revealed by investigation into information channels in the labor market. 


Public and Private Placement Agencies: The Duplication Question 


There are three indications that the non-duplication principle has not yet 
been severely abused. First, the volume of business done by private agencies 
making “‘permanent’” placements has increased very rapidly over the last 


6 For the United States the Organization of Economic Co-operation and Development com- 
mented that ‘‘. . . there is evidence that the share of the employment business held by private employ- 
ment services is growing faster than that held by the public services.’’” O.E.C.D., Manpower Policy 
and Programs in the United States, op. cit. p. 113. The Economic Council of Canada notes a growth 
rate in gross receipts of 1300 per cent from 1961-1966 although this includes the “temporary help’’ 
part of the industry; Eighth Annual Review, op. cit., p. 187. 

7 Derived from a reconciliation of estimates that Meltz obtained from government counsellors 
with those made available to me in interviews with private employment companies in July 1971. 
I am grateful to a number of persons for assistance. See Noah M. Meltz, Study of Labor Market 
Information Systems: The Final Report, Ottawa, Department of Manpower and Immigration, June, 
1968, p. 65. 

8“, | . information on placement activities of the Centres and related data should be collected 
and published in a timely and useful manner so as to permit public monitoring of their operations.” 
Economic Council of Canada, Eighth Annual Review, op. cit., p. 194; see also pp. 191-92. Such 
publication must be accompanied by enough explanation to keep any measure from assuming a 
public importance which transcends its real usefulness. 

9 Notably Maki, op. cit. 
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decade—it has probably tripled, though some estimates by industry people 
were far higher. Further, it is strongly felt that the volume of business of private 
agencies was for more dependent on the level of economic activity than on 
whether or not Canada Manpower Centres existed.10 

Second, there is general agreement by public and private officials that the 
transformation of government employment services from the passive posture 
under the Unemployment Insurance Commission—where placement was 
rightly or wrongly viewed as a subfunction of the detective duties involved 
in tracking down miscreants alleged to be unwilling to work and getting wealthy 
on their drawings from the fund—into the active posture after 1965 was a 
genuine transformation which did increase the number of permanent place- 
ments that went through formal channels. A look at data from Canada Man- 
power Centres belies this general consensus. “Permanent” placements through 
Manpower Centres declined from 960,000 in 1965-66 to 650,000 in 1970-71, 
although other factors have a role. The data is an indication that the old Na- 
tional Employment Service was doing what it could with placements. 

A possible course of events over the later 1960s—but one that needs verifica- 
tion—is that the spread of Canada Manpower offices to many smaller centres 
increased public placements in areas not being vigorously served by private 
agencies while the latter made great increases in the cities. 

The third indication regarding non-duplication arises because private agencies 
in Canada operate under a voluntary restriction whereby fees are collected from 
employers but rarely from employees. It is easy to construe cases where a charge 
on employees would increase employment, making the additional workers 
better off, as well as employers and placement agencies. Likely to be worse off 
are those intra-marginal employees now hired through agencies, because the 
modification involves stripping off the producer’s surplus of employees now 
being hired through agencies. Charging the prospective employee is a regular 
practice in other countries, and it may be that the fee agencies feel that in the 
Canadian setting this practice would generate enough hostility to make the cost 
greater than the return they could expect. 

Because of this voluntary restriction on the method of charging, it appears 
that the private agencies must focus their attention primarily on serving the 
employer. This in turn means that a public manpower service directed toward 
the worker’s interest (including counselling and the like) is much less likely to 
be a duplication of services already available. 

The temporary help field has grown fastest of all and in the cities is largely 
in the hands of private agencies (except for some agricultural occupations and 
some occupations of a non-technical nature in industry). The Canadian Institute 
of Temporary Help is well aware that one of the most important reasons for 
their rapid growth is the general increase in negotiated and legislated provisions 
on social security, bookkeeping, and severance, because these provisions have 
increased search and separation expenses for most firms in the economy. It is 


10 Expressed in interviews in July, 1971. Much of this should be resolved by L. Fric in his 


doctoral dissertation on Private Employment Agencies in Canada, to be completed at the University 
of Toronto. 
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possible therefore that complicated rules protecting workers raise the price of 
labor and that private agencies represent “division of labor’’ and specialization 
directed at meeting the rules. To the extent that this is so (a) the unemployment 
induced by the rules is lessened and (b) there is credibility in the claim by private 
agencies that they are acting as extensions of personnel departments of hiring, 
a point of some significance. 

It is a fact that when the Association of Professional Placement Agencies and 
Consultants takes offence at the operation of Canada Manpower Centres the 
matter frequently turns on overtures toward employers and not employees.!! 
It would be absurd for the public placement service to ignore employers, yet it 
still appears that Canada Manpower has not given sufficient attention to the 
complicated relationships that can and do exist here. In general they have come 
to view private agencies only as competitors rather than as complements in 
some areas,!2 and this means that no attempt will be made to match workers 
listed with the public agency with vacancies listed with private agencies. Better 
matching requires that Canada Manpower Centres treat private agencies as 
extensions of the personnel department of hiring firms.!3 


The information on a vacancy is valuable to any private placement firm and 
it would be unwilling to make this information public for free. This “information 
hoarding” problem does not apply to the public agency.!4 In the circumstances 
it is appropriate to endorse the suggestion by the Economic Council of Canada 
that the private agencies be required to give the vacancy information—without 
the name of the employer—to Canada Manpower!5 who would then be required 
to get the information to job-seekers, and preferably through an open-file 
system. The improved matching will have an obvious effect on unemployment 
and a less obvious but beneficial effect on inflation by improving the choices 
that are made. The public’s welfare requires this amendment. 


At a rough estimate, based on figures from the Department of Manpower 
and Immigration and from the private placement industry, the average cost of 
placing a worker is about $47 in Manpower Centers! and about $8 in private 


11 Specifically regarding expenditure on advertising directed at employers. The Association of 
Professional Placement Agencies and Consultants. Brief to the Honorable Otto Lang, Minister of 
Manpower and Immigration, October 15, 1970. (Mimeo). 

12 Letter from the Honorable Otto Lang, Minister of Manpower and Immigration to the Asso- 
ciation of Professional Placement Agencies and Consultants, November 13, 1970. 

13 An arrangement here would be worthwhile even though there is a cyclical reason why it may 
be less valuable than it appears at first blush. Perhaps in the placement role public offices are in- 
tended to be ‘‘anti-unemployment’”’ while private offices are more directly ‘‘anti-inflation”’ in their 
impact. Private agencies are very much busier when labor markets are tight, while public agencies, 
because of the government’s desire to do something when unemployment is high, are faced with the 
task of increasing placements when no one is hiring. 

14 At least it should not. A Canada Manpower counsellor often has a personal interest in his 
own list of job-seekers and might want to reserve a job vacancy for his own clients (even if none is 
perfectly suitable), rather than notifying counsellors in other areas. Procedures have been set up to 
prevent this but it is regrettable that a full computer-bank is not in existence. 

15 Economic Council of Canada, Eighth Annual Review, op. cit. p. 194. 

16 From data for expenditures on the Manpower Division obtained from the Department of 
Manpower and Immigration. The estimate can be lessened by perhaps 15 per cent on very lenient 
assumptions about the costs to be allocated to the placement of temporary workers. 
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agencies.!7 At the same time it must be recognized that the government agency 
deliberately works with hard to place applicants, among others. 


On the whole, it seems fair to conclude that most, but not all, of what the 
Department of Manpower and Immigration does in the sphere of labor market 
information does not duplicate things which would occur without government 
participation. Where duplication does occur it is appropriate to agree that, 
““One is forced to at least grudging admiration of an industry that can thrive on 
selling at substantial fees a service that the government provides gratis.” 18 


Evidence on Information Availability by Level of Skill 


From data for the United States!9 I infer that workers with higher levels of 
training also have better information or more skill in conducting their job search. 
If this is so, then there should be a greater dispersion in the wage rates paid to 
the persons with the poor information.2° Canadian census data on occupations 
allows a breakdown into five occupational groups, and these are ranked in 
Table IX from highest to lowest by income level. 


In a general way there is some support for the notion that higher income 
workers do have better labor market information. The standard deviation of 
the wage relatives increases from 12 for managerial occupations to 18 for 
laborers. However, unless clerical workers are more homogeneous in quality, 
it is difficult to explain the small dispersion in wages for this occupation. 


As a test, evidence on wage dispersion leaves much to be desired, although one 
of the main problems with the test seems to operate in a direction which makes 
the test stronger. In particular, this problem has to do with the way the occupa- 
tional classes are delineated, for the degree of homogeneity within any occupa- 
tional class can differ between classes. A priori one might expect more homo- 
geneity among the less skilled groups, and great differences among those with 
specific training. Of unknown significance is another problem which rests in 
the fact that the wage comprises a different proportion of the “net advantage”’ 
for different occupations.7! 


For the two occupations manager and laborer, a test is possible by province 


and across five industries. With the interesting exception of Quebec, Table X 
confirms that the wage dispersion is greater for the less skilled. Parenthetically, 


17 This statistics could need a wide margin for error. I have tried to construct an estimate that 
excludes taxes since social costs are required for the comparison. The industry supplied ‘‘cost’”’ 
figures for 1970 to which a highly speculative estimate of net profit was added. From this data the 
maximum conceivable average cost for private placements is $16 and the minimum for government 
placements, about $40. It should be borne in mind that the private placements are mostly in urban 
areas and often in specialized occupations. 

18 Rees, op. cit., p. 563. 


19H. F. Zeman, “Regional Pay Differentials in White-Collar Occupations”. Monthly Labor 
Review, 94 (1): 53-56, January, 1971. Zeman does not venture any explanation for his data. 

20 As argued by George J. Stigler in ‘Information in the Labor Market”, Journal of Political 
Economy, 70 (5) pt. 2: 98, October, 1962. 

21 Adam Smith would include capital gains as part of the reward to managers to capture the 
true dispersion. Adam Smith, ‘An Inquiry into the Nature and Causes of the Wealth of Nations’; 
edited by Edwin Cannan, London, Methuen, 1961, Vol. 1, Ch. 10. There should be much variation 
in the non-wage ‘“‘advantages for laborers and little for clerical workers.” 
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TABLE X 


Wage Relatives for Managers and Laborers 
By Province and Industry In Canada, 1961 


Base 

For 

Occu- Manu- Con- 

pation factur-  struc- Local Stand- 
and ing tion Trans- Ad- ard 
Pro- _—_I[n- In- porta- mini- Devia- 


vince dustry dustry tion stration Trade tion 


Nova Scotia 


Manapersa)0 eee 100 117 116 112 80 91 17 

Vaborers4..0.0 eee 100 124 84. 82 107 69 $294 
New Brunswick 

Manacersiccasna cisco: 100 hoe 104 109 78 94 17 

Daborersee co ee 100 119 80 93 120 83 20 
Prince Edward Island 

Managers. oe eee 100 104 — 106 — 96 3) 

Laborers ee 100 104 93 119 107 91 11 
Newfoundland 

Manacersi ee oes 100 126 118 115 79 90 20 

Laborers... es 100 126 79 98 84 81 20 
Quebec 

Managers; seer 100 119 107 110 79 88 17 

Laborers)... cee 100 113 91 103 94 90 10 
Ontario 

Manaserssieca tees 100 120 103 102 yAl 90 18 

PaDOrersnnee eee 100 121 82 117 111 74 21 
Manitoba 

Manavers® je ee cereus 100 115 109 111 79 99 14 

Laborers ee 100 113 90 120 97 74 19 
Saskatchewan 

Manaserst.. eee et 100 121 121 112 89 94 15 

Laborers A eee ee 100 119 89 130 103 ad 22 
Alberta 

Manacers..6 on oe 100 116 114 104 81 93 15 

Paborers2 eee 100 114 88 118 109 82 16 
British Columbia 

Managers-.4...6 4.0 100 120 111 (bee 90 95 12 

Laborers oe ee 100 108 85 117 116 67 Ze 


SouRCE: Calculated from Canada, Dominion Bureau of Statistics, 1961 Census of Canada; Series 3.3. 


if the size of the dispersion in each table is any gauge, the information does not 
contradict other seemingly unlikely findings that labor is allocated more effi- 
ciently over regions than over industries.22 

22 Mahmood A. Zaidi, ‘““‘The Labor Market and the Intrafactor Allocation Mechanism in 


Canada’’, Ottawa, Economic Council of Canada, 1967. The relatives in the two tables depend very 
much on the grouping procedure. 
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Evidence on Unemployment 


The provision of information as a public good is intended as a measure to 
reduce unemployment. Efforts to date have not been trivial. A senior official 
involved states: ““We have put major resources into the development of what I 
believe is the most comprehensive and modern labor market information 
system in the world.’’23 


Figure 5 


Unemployment 
(per cent) 
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If we look only at unemployment statistics for some impact of this grand 
effort, the results are disquieting. Prior to the “‘active’’ period, unemployment 
had been declining from a high of about seven per cent in 1961 to a low of 3.6 
per cent in 1966. By the early seventies after several active manpower programs 
were in full swing the unemployment rate was over six per cent. The unemployed 
may be forgiven for any lack of enthusiam for the nearly four hundred Canada 
Manpower Centres which have sprung up across the country. To them the 
primary importance of the new offices may be that now someone who is unem- 
ployed does not have to go so far to not find work—the benefits of this have 
never been fully appreciated.24 Probably though, there is a very important 
lesson in these events, and it is that an active manpower policy is an extremely 
poor substitute for proper macro-economic policy. This experience is certainly 
not an indictment of manpower programs but it does forcefully show the 
complementarity of these programs with other macro-economic policies. 


23 W. R. Dymond, Assistant Deputy Minister, Department of Manpower and Immigration, 
“Manpower Policy—The Canadian Experience’, in Industrial Relations Research Association, 
Proceedings of the Annual Spring Meeting, May 8-9, 1970, Albany, N.Y. Edited by G. Somers, Chicago 
Commerce Clearing House, 1970, p. 19. 

24 Apologies to Samuel Clemens who suggested comparable virtues for fishing in the Niagara 
River. 
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Labor Market Information in Canada 


While it is too early to say for certain, the data hints that higher income 
workers have better information than workers with less marketable skills, and 
it might be useful if data in the latter area were disseminated more broadly. 
From chapter three we found that forward information on skills in short supply 
was inadequate. A valuable start has been made by the Department of Manpower 
and Immigration.25 Of necessity, most projections thus far have been lamentably 
crude in not allowing for important adjustments to (and through) wage changes, 
or allowing for standard economic predictions regarding substitution among 
factors of production. 

Other research with a large potential pay-off for unemployment, inflation, 
and labor market efficiency, has to do with barriers to entry and with operational 
aspects of the Canada Manpower Centres. The case for including research or 
barriers was made in chapters two and three. An important (yet untested) 
hypothesis on manpower councelling is that there may be substantial differences 
in the ability of different Manpower Centres to perform their functions. Dis- 
cussion with field officials indicates that this might be the case, and if so, the 
next step would be to find out whether the difference is due to managerial 
phenomena, or to the basic economic situation such as the amount of hiring 
done through the public agency.26 If the reason turns out to be managerial it 
would be worthwhile bringing the lagging centres up to the best available 
practice. 

On a much more general level, specifically, on the basic availability of labor 
market data, there are two useful and recent reviews, one by Sylvia Ostry and 
Donald Bailey,27 and one by Noah Meltz.28 Both indicate the highly visible 
gaps in the most elementary information. At present there are widely disparate 
sources that must be checked, and these involve difficulties associated with 
attempts to draw generalizations from snatches of data based on different 
concepts, and on different samples. The difficulties observed in chapter three in 
trying to discover and interpret the basic signals in the labor market are a 
testimony to this. 


A Policy for Labor Market Information 


It can rightly be questioned just how far the margin on search should be 
pursued or just what return can be expected per dollar of expenditure. The 
social marginal cost of search is surely increasing as more units are undertaken 
and there appears to be only limited room for institutional innovations which 


25 B. Ahamad, A Projection of Manpower Requirements by Occupation in 1975; Canada and Its 
Regions, Canada, Department of Manpower and Immigration, Ottawa, Queen’s Printer, 1969. 

26 In smaller cities more employers hire through Canada Manpower Centers. Perhaps too, a 
lower average plant size in some regions may be important. There are however, large differences in 
the amount of counselling, testing, etc., which each office does, and these differences may affect the 
ability of a Manpower Centre to succeed. 

27 Sylvia Ostry and Donald Bailey, “‘Canadian Manpower Statistics’, Canadian Statistical 
Review, 42 (3): i-iv, March 1967. DBS 11-003. 

28 Noah M. Meltz, ‘““Labor Market Information and Analysis in Canada” in The Canadian 
Labor Market; Readings in Manpower Economics, edited by Arthur Kruger and Noah M. Meltz. 
Toronto, Centre for Industrial Relations, University of Toronto, 1968, pp. 221-242. 
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temporarily allay the law of diminishing returns. Also, it may be that only 
persons with considerable training are fully able to perceive and to make use 
of important but technically intricate sources of information.29 In addition, 
there is the “‘hide and seek”’ problem which arises because the incentive structure 
sometimes rewards those who conceal information, and any success at conceal- 
ment raises the cost of acquiring the information.30 

Sometimes the cheapest way to acquire data on the intensive margin (addi- 
tional information on an already identified worker or vacancy), is by experience 
—that is by accepting /offering the job. Prior to this, both parties will be careful 
enough to participate in dissembling activity that makes search costly. On the 
job, if the supervisor is a grouch or the employee a slouch, this grouch /slouch 
information should become readily apparent. No doubt a “probationary’’ 
period is one method of acquiring this additional information. 


The concealment problem also has another dimension which has to do with 
excessive secrecy regarding information which has been collected. There is no 
reason to believe that this problem is specific to the manpower area}! but it 
certainly is more anomalous when exhibited by a branch explicitly charged with 
an information providing function.32 There is room for fruitful change here. 


In addition there is the usual statistical problem with information which is 
concealed by noise in the data itself. A set of examples are the surveys of starting 
salaries which, for budgetary or other reasons, have been based on small floating 
samples and which yield data of unknown reliability. Much is to be gained from 
having this data taken over completely by Statistics Canada whose business it is 
to look after sampling methods and so on. 


It does seem apparent that Canadian policy-makers are aware that there is 
more scope for the provision of public information at the extensive margin 
(such as the identification of additional job openings or of additional individuals 
willing to work), than at the intensive margin (additional information on an 


29 Mortality and morbidity statistics by region or occupation may be an example. 

30 If very successful the “‘searcher’’ will not be aware that he should look for information in 
that area at all. Where the information concerns occupational danger, Workman’s Compensation 
Boards make some attempt to provide this data. This is inadequate on two counts: first, because the 
information is backward-looking when forward-looking data is needed; second, because compensa- 
tion boards in Canada have adopted a “‘subsistence’”’ rule for payments to survivors rather than 
compensation, and this artificially cheapens the price of accident claims relative to preventative 
measures. 

31 The employment Forecast Survey of the Department of Labor has also been criticized for 
being “‘confidential” (see Meltz; ‘Study of Labor Market Information Systems: The Final Report’, 
1968, op. cit., p. 234), and the Treasury Board’s survey is restricted to participating employers. This 
ignores the public goods aspect of the information and fits a monopsony model which has the impli- 
cation of a redistribution from employees to those employers in on the arrangement. 

On institution-protecting secrecy the best studied case is Keith Acheson and John F. Chant, 
“The Bank of Canada: A Study in Bureaucracy’’, a paper presented at the annual meeting of the 
Canadian Economics Association, Winnipeg, June, 1970. The failure to disclose information raises 
the cost substantially to a potential user, particularly if the user does not even know of its existence 
so workers and employers make decisions with imperfect knowledge and analysts waste time dupli- 
cating work already done. 

32 Despite expenditures of $3 million per year the Manpower Information and Analysis Branch 
can report that ‘“*... there is no listing of departmental publications available...’ (memorandum 
dated Aubust 20, 1971). Nor does the library of the Department of Manpower and Immigration 
have this information. 
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employee or job that has already been located).33 Yet so far, active information 
policies directed at this margin get higher marks for conception than for execu- 
tion. The greatest lament is that advantage has not yet been taken of the high- 
speed search capabilities of the computer, although a pilot trial now exists in 
two Canada Manpower Centres. Implementation of this method should give 
visible improvement. 

One reason for a measure of success is the willingness of the Department of 
Manpower and Immigration to make a realistic appraisal of its programs and 
to act upon it (therapy alleged to be uncommon among government depart- 
ments). An example is the appraisal of information systems performed in 1967-68 
by Meltz.34 It was apparent then that counsellors were putting little or no effort 
into reading the signals in the labor market3> and some attempt has been made 
to correct this. This effort includes such diverse things as regional editions of 
Manpower Review which appear bi-monthly and present concise and readable 
summaries of labor market information, and the addition of 30 economists 
across Canada to collect labor market information and to help counsellors 
make use of it.36 

Not readily available is essential information on the demand for labor, despite 
five years of work on it. In its first Annual Review the Economic Council of 
Canada wrote: “‘Indeed a lack of comprehensive information on the demand for 
labor is a striking gap in our basic information about the economy. ... The 
consequence of this is that economic intelligence of the labor market is highly 
inadequate. To formulate an active labor market policy without this fundamental 
knowledge is impossible.’’37 

The first report for a job vacancy series finally appeared in late 1971, though 
it was not so complete as some had hoped. Initial reports from the job vacancy 
series show about 40,000 vacancies as an average over a quarter while the 
Canada Manpower Centres alone were notified of 890,000 permanent vacancies 
over a year.38 Once the kinks are out, the job vacancy series will fill a large gap. 
Unlike most Canadian data it will be based on occupational rather than indus- 
trial classifications making it significantly more useful because the data will be 
on the same basis as the appropriate labor market. 

Next in importance will be quantity then price data on the same occupational 
basis. Both of these are important signals that must be seen if the labor market 


33 These margins are discussed in G. J. Stigler, ““The Economics of Information”, Journal of 
Political Economy, 69: 213-25, June, 1961. The argument that a public employment agency is more 
effective in markets where “‘extensive’”’ information is most important is given in Arnold R. Weber 
“The Role and Limits of National Manpower Policies’’, Industrial Relations Research Association 
Proceedings, 18: 32-50, December 1965, and quoted on Meltz, “Study of Labor Market Information 
Systems: The Final Report’’, 1968, op. cit. 

34 Meltz, ibid. 

35 Jbid., p. 43. 

36 It is clear that headway has been made although apparently no one is willing to argue that 
many counsellors are sold on the economic value of economists. 

37 Economic Council of Canada, First Annual Review; Economic Goals for Canada to 1970 
Ottawa, Queen’s Printer, 1964, p. 177. In 1970-71 the Department of Manpower and Immigration 
spent $290 million for occupational training for adults without clear information on occupational 
demand. 

38 From April 1970 to March 1971. Canada, Department of Manpower and Immigration 
Annual Report 1970-71. Ottawa, Information Canada. 
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is to function properly and if training is to be done in occupations where future 
shortages would otherwise be most severe. In Canada, data on employment by 
occupation is most critical because some data on wage rates is now available 
from the Department of Labor.39 The cheapest source of the missing employ- 
ment data is surely the vacancies survey, given that the collection mechanism 
already exists. 

The next priority would be an improvement in wage data by occupational 
group. The wage data that now exists misses important occupations—especially 
professionals—because it does not go to establishments with fewer than 20 
employees. The least costly method of providing this information is surely 
through the Department of National Revenue which already collects a rich 
mass of data but presents only a tiny portion of it. 

After this data is available there will be room for some to argue that the 
extensive margin has been pushed as far as it should go. To go this far is essential. 
The reason is not just so that analysts can get the “fundamental knowledge’”’ of 
which the Economic Council wrote, not just to gain essential information for 
manpower counsellors and for training institutions, but to provide the essential 
and basic signals so that workers and employers can make effective choices. 


39 Canada, Department of Labor, Wage Rates, Salaries and Hours of Labor, Ottawa, Queen’s 
Printer. (Annual). 
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chapter five 


MANPOWER RETRAINING 


The Grounds for Active Policies 


The case for government participation in retraining adults rests on grounds 
similar to the case for government participation in education generally. As 
indicated in chapter two, Marshall emphasized that natural impediments exist 
and that these act as barriers to investment in human capital.! A second com- 
pletely separate line of argument is that significant externalities exist with 
training, and these yield a benefit to the public over and above any benefit 
captured by the individual. As mentioned in chapter two, second section: (c) 
there is a lengthy list of potential external effects.2 

Of some importance is the Marshall-Becker distinction between general and 
specific training.3 Training that is specific increases productivity only in one 
firm, and would therefore be provided by that firm, so public spending here 
would be wasteful. A firm cannot be expected to provide general training because, 
with mobility, that particular firm cannot capture the fruit of its investment. 
Government can therefore provide this type of training. 


1 Alfred Marshall, Principles of Economics, 8th ed., London Macmillan, 1920, reprinted 1964» 
pp. 466-71. 


2 Burton A. Weisbrod, “Education and Investment in Human Capital’’, Journal of Politica! 
Economy, 70 (5) pt. 2: 106-23, October, 1962. 


3 A. Marshall op. cit., Gary S. Becker, ‘‘Investment in Human Capital: A Theoretical Analysis” 
Journal of Political Economy 70 (5) pt. 2: 9-49, October, 1962, esp. pp. 12-25 and ff. 14, p. 20. 
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Of some assistance in evaluating the social usefulness of training for a partic- 
ular occupation is the benefit:cost technique. The following benefit:cost ratio 
gives an indication of some of the variables to be measured for a prospective 


occupation: 
k Pr(ee We — meRe + Ne + Xt) 
YS, ee ee ee ee eee 
Vea ad +i) 
n Tr+ Pi: Qt 
Ss a 
t=1) Gs 1) 


In the numerator, the benefits are measured over the individual’s life k; where 
P; is the probability that the individual will be alive each period; e measures the 
probability of employment after training; W is the after-training wage for each 
period; m is the probability of employment in the old occupation; R is the pre- 
training wage;4 N measures the psychic or other consumption advantages from 
training; X is a measure of external economies,® and i is the social rate of 
discount. The costs are measured over the n training periods and include T, the 
training cost, Q, the supra-normal costs for travel and support while training, 
among other things.’ 


Some Magnitudes 


As noted in chapter two, overall expenditure on active manpower policies in 
Canada is large: on a per capita basis, in 1971 it is approximately twice expendi- 
ture made in the United States.’ It is less well-known that most of the effort 
is in the occupational training area.? In fact most of the training expenditure 
since 1967 has been made under the Occupational Training for Adults Act 
which makes training available to any person who is at least one year past the 


4 The version of the benefit:cost ratio given in the text follows custom in making the logical 
error of including pretraining output in the numerator (mt: Rt). This is an opportunity cost and 
belongs in the denominator. The convention was originally established as a useful computational 
shortcut for calculations concerning general education where the trainees have not entered the labor 
force. For retraining the “‘net benefit to partial costs’ ratio that this process yields is at best, confus- 
ing. If 20 welders are retrained as pipe-fitters, the lost output of the welders must be included as 
costs in the benefit :cost ratio. 

5 For discussion see Theodore W. Schultze, ‘‘Reflections on Investment in Man’’, Journal of 
Political Economy 70 (5) pt. 2: 1-18, October, 1962, pp. 7-8. 

6 As in Weisbrod’s list, op. cit. Among other things, this can include psychic rewards accruing 
to the community because it need not lament “‘gifts’” made as social welfare payments (though not 
the payments themselves for these are transfers from society’s point of view). 

7 A lengthier checklist can be found in a useful discussion by [an Drummond, “‘Labor Markets 
and Educational Planning”, in The Canadian Labor Market, edited by A. M. Kruger and N. Meltz, 
Toronto Centre for Industrial Relations, University of Toronto, 1968, pp. 243-95, esp. 252-69. An 
effective brief discussion of federal training programs is Gerald G. Somers, ‘“‘Federal Manpower 
Policies” in Canadian Labor in Transition, edited by Richard U. Miller and Fraser Isbester, Scar- 
borough, Ont., Prentice-Hall, 1971, esp. pp. 71-78. 

8 A computation fraught with classificatory and other pitfalls. It is based on U.S. Department 
of Labor budget figures as given in Charles C. Holt, and others, The Unemployment-Inflation Di- 
lemma: A Manpower Solution, Washington, Urban Institute, 1971, pp. 69-70. The manpower ex- 
penditures given there total $2.8 billions, compared with expenditures in Canada of about $600 
millions. 

9 {t is difficult to derive the comparable figures for the U.S. but institutional training plus on-the- 
job training account for 43 per cent of the $2.8 billions mentioned as a total in ibid, p. 70. For Canada, 
training accounts for at least 53 per cent of total manpower expenditures. 
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school-leaving age and who has been out of school for one year if he has depend-_ 
ants. Without dependants a person cannot qualify until he has been working or 
seeking work for three years. 

Federal operating expenditures on training have increased from $1.5 millions 
in 1960-61 to an estimated $323 millions in 1971-72. Expenditures per member 
of the labor force has increased from $0.23 in 1960-61 to $37.37 (estimated) by 
1971-72 (see Table XI). 

A striking feature of the Canada Manpower Training Program is the large 
proportion of spending that is allocated to training that is extremely “general”’ 
in nature. In 1970, about 42 per cent of the trainees were enrolled for ‘‘educa- 
tional upgrading’’, 37 per cent for “‘skill development’’, 10 per cent for language 
instruction, and 11 per cent for apprenticeship. 


TABLE XI 


Operating Expenditure on Training Programs for Adults, 
and Expenditure per Member of the Labor Force, 
1960-61 to 1971-72 


Federal Operating 
Expenditure on 


Training Programs Expenditure per 
for Adults Member of the 
$ Labor Force 
Years (Thousands) $ 

Be Cs Wee ce era area, ce cent cece ca Maen ces 1,461 0.23 
REO 2 en ees ce stone tena cart 10,018 1.54 
SOY tO SL ta at ae coi ea ei i cree Rin ald Wea 17,073 2.58 
Ya) of a7 Nap a RR tap Gera TO es ene ee Pod 21,914 s525 
COTE IR arse ee hao ee ee Re 29,676 4.28 
OYE Tegan, hs ae as 41,331 aye) 
Le SOE oe een ce EET ae, een ee rE eee ere ne mn Ge 64,285 8.66 
REI EL A oh ee aC eee erent ieee Aa PE 105 ,066 13.66 
BT TOE «5,2 et Bi owciiac ieee a nice teeee om 189 ,966 24.06 
oar) Sa aac rh eer eae ot aaron Baa eget a 245 ,040 30.02 
| UG Bad Rte GR BCS RE eg. Pee OL Pes 289 ,960 33.93 
balsas Rone etttert c...< tierra | le teeny ens cee 322,800 37.37 


SourcE: Canada, Department of Manpower and Immigration, Programs Analysis Section, (Ottawa, 
1967); and Ibid, 1971. 
*Estimates 


The training plans have an impact on regional income inequalities through 
successful retraining, and also by means of direct training expenditures through 
whatever multipliers are in operation. The regional impact is becoming more 
pronounced and could be the result of a straightforward rule which rations 
training to those who are unemployed and best able to benefit from the oppor- 
tunity, or it could be partly based on the equity objective.10 

10 Since this was written, the Economic Council of Canada has made known its feeling that 


more attention should be given to training those who are economically poor, that is, somewhat more 
attention to equity and somewhat less to efficiency. 
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In any case, as Table XII shows, the Atlantic Region received noticeably more 
of this adult training whether measured as expenditure per member of the labor 
force, or as expenditure per unemployed person. It is clear that the Pacific 
Region received the least of this type of assistance while the ranking of the other 
regions is affected by the criterion selected. 


TABLE XII 


Operating Expenditures Under the Canada Manpower Training Plan 
Per Member of Labor Force and Per Unemployed, Canada and Region 


(in Dollars) 


Atlantic Quebec Ontario Prairie Pacific | CANADA 


Expenditure per member 
of labor force 


1967-68 4a ee 19.72 11.28 16.00 12 Si2 8.26 13.66 
1968-69 sateen 39.92 29.92 21.14 20.98 10.62 24.06 
1969/0 et 57.45 38.59 22.20 PPA 18.42 30.02 
Ue PVETA bak saree ened 69.07 41.08 26.11 28 .97 24.33 33.93 
PA Pah see eee 37231 


Expenditure per unem- 
ployed person 


196768 settee ace nnn 298 214 510 556 161 334 
1968-69 or ete 550 457 594 705 181 497 
1969-0 foe eae: 767 574 708 875 376 641 
10 OS Le eae 928 522 610 677 519 did 
LOT] eee ee ee 648 


*Estimated Expenditures 
SourcE: Canada, Department of Manpower & Immigration, Programs Branch, Ottawa, 1971. 


Beyond the issue of regional income inequality, there are a few pieces of 
evidence which allow comment on the pursuit of equity objectives with the 
training program, but these are less than convincing. For example, the relation- 
ship between a person’s age and the pay-off period means that without govern- 
ment intervention “the market” will select younger workers for training. If the 
government were to follow only efficiency objectives, Manpower would do so 
too, and with a benefit:cost approach the administrators would select those 
young persons needing the least amount of training. Somers recently reviewed 
the age structure of trainees selected, finding that “‘there is little evidence here 
of an effort to conpensate for the disadvantage of age in the labor market’’.!! 

On the other hand, a fair proportion of the trainees are those who had a very 
small amount of formal schooling—42.5 per cent had eight years or less at the 
time they were selected (see Table XIII). This is associated with the attention 


11 Somers, op. cit., p. 66. 
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given to “basic training and skill development” in the Canadian programs. 
Table XIV gives a summary of pretraining earnings and indicates that among 
persons selected for training, those with lower than average earnings are some- 
what over-represented.12 


TABLE XIII 


Age and Schooling Characteristics of Full-Time Trainees in the 
Canada Manpower Training Program* 1968-1969 


Percentage Distribugion of Trainees— 
Both Sexes by Age 


Years Age Groups 
of —_———__ All 
Schooling 20-24 35-44 55-64 Ages 
POU COTS eet) CUE RE | eS A ceo Gee tas nderweresie eee tes 6.7 oA eS Sed, 1322 
ORY COTS noe Tate x ah te ees ese ne PX Yet | Sel 32.0 29 .3 
bh td | RSE Tied ped iin, < cell iat nae dee Merve capers Ani J300 35.0 24.1 44.8 
PE USRV CATS orth kee Ee tee ee ee 15.5 6.1 6.4 10.9 
LASV CALS: QC LOVET A. cn seier aotcvetnstias tet cae raac 0.6 2.0 1.8 1.8 
LIGEIE beaactlia Selene, ella Bia ceneee teas Pare ra en atic. ee eile 100.0 100.0 100.0 100.0 


*Includes trainees under General Purchase and Apprenticeship agreements. 


SOURCE: Canada, Department of Manpower and Immigration, Programs Analysis Section, (Ottawa, 
1971). 


TABLE XIV 


Pre-Training Earning Characteristics of Full-Time Trainees 
in the Canada Manpower Training Program*—1968-—69 


Percentage 
Distribution of Province and Region 
Trainees—by Weekly 
Earnings in Last British 
Job Before Training Atlantic Quebec Ontario Prairie Columbia Canada 


$ ence rey Se et S20 10.2 8.3 4.8 ee 
ME 2A LH Des ducct teres 20) 4.7 3D 1.4 250 365 
ME DAO 8h haa, cok cscs veses 14.0 Spo. 11.7 6.9 Se3 12.4 
us RET E DON eeneeronee 33.0 26.0 23.4 22.4 18.4 PRS) 
VET er sale eee 22.1% 19.4 Pie Ps) 21s1 14.3 22.8 
EO DAE eect: ee 14.2 16.5 20.4 1937 16.0 
99129149) 8 2. BALE. 4.2 5.8 DEe 627 12.9 5.8 
» 1 US I E aied ere PAG) 3 on) Pa) 355 11.1 Set 
2 LG bey pe heres is are ies 17 al, 135 3.0 19 2.4 
VATE esiegh od gitar Bah ae 100.0 100.0 100.0 100.0 100.0 100.0 


*Includes trainees in public institutions under General Purchase and Apprentice agreements. 
**Includes trainees not reporting earnings before training. 


Source: Canada, Department of Manpower and Immigration, Programs Analysis Section, (Ottawa, 


12 Average weekly wages in 1969 were $117.64 ($94.51 in Nova Scotia and $129.35 in British 
Columbia); Canadian Statistical Review, 46(11): 50, November 1971. Information Canada 11-003. 
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The Economic Council of Canada, in its 1971 Review strongly urged that 
more use be made of apprenticeship, a case that seems fairly convincing, though 
it brings its own set of problems—specifically the danger of paying firms to do 
what they would already do without a subsidy.!3 A $20 million plan for on-the-job 
training has been underway since November 1971, and while industry has been 
understandably enthusiastic, it is not at all clear that administrators have made 
much effort to separate the “real gains” of the program from cases where firms 
would have had trainees in any event but decided to accept the public subsidy.14 
Under the current plan, employers receive either 75 per cent of the agreed-upon 
wage for the job involved, or a tax deduction for 160 per cent of the value of the 
wage. It would be reassuring to discover that this training is being done in 
occupations where shortages were prevalent, if such a test can be made. 

It is surprising that the main part of the training effort with its emphasis on 
basic training and skill development is able to show visible success—over two 
thirds of the non-apprentice trainees acquired jobs (Table XV).!5 The others 
were either unemployed (19.9 per cent) or not in the labor force (12.1 per cent). 
The generally high success rate for a program which gives very general training 
is remarkable and warrants further thought. Perhaps employers hire those who 
complete the training in the knowledge that persons in this group have demon- 
strated motivation or persistence or whatever, and are therefore good prospects. 
There is some evidence (from the same table) which does not contradict this 
interpretation: of those who did complete their training and get a job, 38 per 
cent got jobs in “unrelated” areas.!6 If employers are using this simple (and 
apparently effective) rule, then it is necessary to be less sanguine about the overall 
success of adult training. The reason is that training affects who is unemployed 
but does not by itself reduce the number of unemployed. 

The argument that training does much more than this rests largely on the 
notion that after training a worker is suited for a job which no one else can do. 
This can result in a vacuum effect and increased employment as complementary 
labor is hired. But this argument that training converts “round peg’’ labor to 
‘square hole” labor is hardly convincing when the training is very general, and 
even less so when many trainees get jobs in areas unrelated to their training. As 
Table XV shows, for the main programs, only 35.5 per cent of the trainees got 
jobs that were in areas related to their training. 

As devastating as these problems might be to any attempt to get a meaningful 
benefit:cost ratio for manpower retraining, other problems exist as well. These 
include lack of knowledge on what would be the non-training experience, or 
of any selection bias, or of the effect of macro-economic policies, or of any 


13 The Council makes its case throughout the Eighth Annual Review, Design for Decision Making, 
Ottawa, Information Canada, 1971, esp. pp. 104-109. 

14 This separation may be impossible, or the policing cost may be higher than it is worth. There 
is evidence that Manpower is aware of the give-away problem; see The Financial Post; April 1, 1972, 
p. 16. 

15 Perhaps 30-40 per cent had jobs before the training. Apprentice trainees were slightly more 
likely to gain employment: 17 per cent were unemployed after training as opposed to 26 per cent. 
for the “‘basic training’’ group. 

16 This lone statistic is far from convincing. Perhaps the Programs Analysis Section could get a 
breakdown to test whether employers are hiring on this rule. 
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TABLE XV 


Training Outcome for Canada Manpower Training Program Clients 
Completing Full-Time Non-Apprentice Courses 
January to December, 1969 


British 
Atlantic Quebec Ontario Prairie Columbia Canada 


Number of Employed as 
% of Total Respon- 


dents 
Same as course or re- 
TALCO Core ee ene 320) 34.6 See) 38.3 52.6 35.5 
Same as occupational 
goal or related.......... 7.1 12) 6.0 4.9 4.6 Sip! 
Unrelated Occupa- 
tions 
Higher Earnings....... 2) 10.2 1223 Les 8.9 rie 
Others ens ny), 16.3 15.0 12.9 12.4 14.7 
Not Employed as % of 
Total Respondents 
Uinemployed.ee 22.0 21.4 19.1 14.1 14.8 19.9 
Not in Labor Force... 9.6 A bees 1652 15.0 8s 12.1 
Total Respondents.......... 100.0 100.0 100.0 100.0 100.0 100.0 


Source: Canada, Department of Manpower and Immigration, Programs Analysis Section, (Ottawa, 
1971). 


placement advantage of trainees, as well as the usual problem of choosing the 
proper interest rate and pay-off period. An able discussion of these and other 
questions can be found in chapter two of Sewell.17 


In the circumstances, one can have a benefit:cost ratio show almost anything 
by selecting any of several plausible assumptions, and it is to Canada Manpower’s 
credit that the Department has used the technique with a good deal of caution. 
On several tenuous assumptions they have mentioned a ratio of over 2.0.18 


In spite of what begins to look like a dubious position, two conclusions re- 
main, and both have useful implications for policy. First, it must be recognized 
that very little forward information exists to permit Manpower to recognize 
those occupations which are in short supply.19 This means that skills are being 
selected for the training program without any real economic knowledge about 
shortages. In practice, this occupational selection is done the only way possible 
in the circumstances—by the seat of the pants. The first recommendation then 
is that the information so essential for training decisions be acquired as quickly 
as is feasible. 


17D. O. Sewell, Training the Poor: A Benefit-Cost Analysis of Manpower Programs in the U.S. 
Anti-Poverty Program; Kingston, Ont., Industrial Relations Centre, Queen’s University, (Research 
Series No. 12) pp. 20-52. 

18 For example, W. R. Dymond, Assistant Deputy Minister, Department of Manpower and 
Immigration, ““Manpower Policy in Canada as a Selective Instrument of Economic Policy’’, paper 
given to Economics Department, University of Massachusetts, February 18, 1970, p. 10. (Mimeo) 

19 As shown in chapter four. 
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The second conclusion is based on a supposition about what the Department 
of Manpower and Immigration will find when it looks for occupational short- 
ages20—at least on the expectation that their findings will parallel and extend 
those in chapter three. This means that Manpower would pay much less attention 
to training welders et cetera for the goods producing sector where jobs are 
expanding very slowly if at all, and much more attention to health services and 
the professions. This is a major new direction for federal manpower policy, and 
one that cannot be faced with perfect equanimity for once again these areas fall 
largely under provincial jurisdiction.2! However, the provinces have completely 
forsaken their responsibilities in these areas, and this is one of the reasons for 
the occupational maladjustment in the first place. 

There is obviously room for some creative and innovative ideas in carrying 
out this shift in emphasis but the case for the shift itself is undeniable. Much 
more is done for the worker when he is provided with a skill which is in demand. 
The whole allocative /efficiency argument requires such a shift, and any contribu- 
tion to a reduction of inflation does as well. Equity considerations are equally 
compelling. 

Financing Effects 


A fundamental change in the economic operation of the plans occurred in 
1967 when financing of occupational training shifted from a basis where federal 
and provincial government shared expenses, to one where the federal government 
pays 100 per cent of the costs for adults who qualify. The first result one would 
expect from this would be a price effect, but since federal officials select the 
trainees (at Canada Manpower Centres), excess consumption by the provinces 
is not so severe as it otherwise might be. 

In the past there was an incentive for a province to negotiate a training con- 
tract at one price but to submit charges for a final price that was far higher. 
While this cost over-run problem is being resolved, a certain amount of account- 
ing resources are required for the policing function—perhaps a necessary cost 
of Canada’s particular type of federal system.22 

In general, it is doubtful that it is ever desirable to have one level of govern- 
ment provide something as a free good to another because free goods are rarely 
treated carefully. 


Supply Price and Training Allowances 


The size of the training allowance has economic implications that are not easy 
to assess. For if the imperfections in the capital market make up the over-riding 


20 Current training choices are based on “‘guesstimates” of regional manpower economists and 
of manpower counsellors, and one element of their information is a list of ‘‘occupational shortages’. 
The list can be helpful but its usefulness is limited by the fact that the ‘“‘shortage’’ does not have an 
economic dimension (it is not tied to a wage). ““The shortages’’ therefore turn out to be in occupa- 
tions where wages are low: for example, domestic help, or salesmen who must rely on commissions 
that are low or uncertain. 

21 A problem that Manpower has faced before, since education is also a provincial matter. 

22 This extra cost is common to several government programs in Canada. Considerable ingenuity 
is devoted to finding ways to spend the money of another level of government anc this in turn requires 
extra watchdog expenses by that other level of government. To the public, much of this activity con- 
cerns transfers, except that the misdirected ingenuity absorbs extra resources. 
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barrier,23 then no grant at all is required, only a repayable loan. If the public, 
through Canada Manpower offices is convinced that training individual A is a 
net social benefit, but A himself, faced with his current system of private and 
public transfers, and the uncertainty of a new training venture, is not convinced 
that a loan would repay itself, then the public may still be a net beneficiary even 
with a grant instead of a loan. The optimal grant in a world where administra- 
tive costs are zero would depend on each individual’s evaluation of his prospects. 
But the administrative costs of ascertaining this information are certainly very 
large, so a “‘workable” rule is much more effective, and the current system is an 
attempt to devise this workable rule. 

The rule employed bases the support level on an unspecified notion of sub- 
sistence, a level which is adjusted annually by an amount not to exceed the 
annual increase in manufacturing wages. 

Some sample support levels are given in Table XVI. In Newfoundland for 
example, a single trainee living at home receives $43 per week; with one depend- 
ant it is $57; and this is scaled up to $77 for the trainee who has four or more 
dependants. Persons who must live away from home for training receive an 


TABLE XVI 


Selection of Support Allowances* for Persons in Training Under 
the Canada Manpower Training Program 1971-1972 


(dollars per week) 


Learning at Home Learning away from 
while training Home while Training 

Four or 

No De- Two De- Two De- more De- 

pendants pendants pendants pendants 
BrtisheColumbiar.08....9¢:...20 sesh tees. 5 A. 43 72 95 111 
ESE EAS Bee ee ee hd Feo cs cst MSs ech 3? 43 71 94 110 
BEES A ECLIOW ALL oe. Me a as og aes teases 43 67 90 104 
NIETIUGOAS to a. VEE 43 69 92 107 
APITATIO.«, GPEey rt. COREE hey be ccste ols Ot EO ee 43 72 95 111 
Suehecshegion 4% * 5.2. web. oes nes Aeisasis 43 AY 80 92 
Be VU PESELICIS WIC Kae cc ieee cases ease icsccotetatean ocak: 43 62 85 99 
INGVATOCOLIA Bek Nth eek cee ae ee 43 63 86 100 
Ponce Paward island. {22s ea ee 43 61 84 98 
PAM TOUNGANG vee, ere es oot Rese ee ae 43 63 86 100 
COT ee ee rer ee ore ee eee Se 43 1p 95 111 
MOmMouWest | erritcries (125.00... Seen 43 iB2 95 111 


*Allowances differ for persons with 0, 1, 2, 3 and 4 or more dependants. The adjustments for 
a person who must live away from home is a flat rate of $23 per week. 

**Quebec has different rates for each of ten regions; region 4 is for Trois-Riviéres. 
Source: Canada, Department of Manpower and Immigration. 


23 Marshall, op. cit., p. 466. In a Canadian context this has been raised by H. G. Johnson, The 
Canadian Quandry; Economic Problems and Policies; Toronto, McGraw-Hill, 1963, p. 62. A retrain- 
ing program might be similar to general training in the three R’s where most people gain, so that 
public finance is “‘cheaper’’ than some more detailed costing method. 
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additional $23 of support. In general, once Parliament’s will to provide support 
is accepted, the program makes a commendable attempt to adjust allowances 
for the cost-of-living in each province—although some of the finer distinctions 
are usually not necessary. However, it is also true that virtually no one concerned 
with the plan disagrees with the contention that for some occupations (e.g. 
service jobs) in some of the lower income areas, the level of support is higher 
than the wage that could be earned working on the job after successful comple- 
tion of the training.24 For example in the service sector the Canada-wide average 
weekly wage (before deductions), was $90.65 in 1970.25 


General and Specific Training 


A further problem is rooted in the lack of attention to, or unworkability of, 
the distinction between “‘general”’ and “‘specific’’ training. As indicated earlier, 
specific training raises the marginal productivity of a worker in one firm more 
than it raises his productivity in other firms; general training raises marginal 
productivity by an equal amount in several firms. The importance of this is that 
a firm always has an incentive to pay for training that is firm-specific because 
the worker cannot take his acquired skill to other firms to sell it on his own. 
Firms are much less likely to undertake expenses for general training because 
they cannot capture the gain, and there is therefore room for public participation 
in the provision of general training. 

It is apparent that Canada Manpower administrators are aware of this 
distinction but that they are not always successful in drawing the distinction 
in practice. Every competently managed firm has an incentive to argue that 
it own training should be done at public expense. 


It is conceivable that, in very unusual circumstances, the public could gain 
from undertaking specific training. In Figure 6, for example, the firm finds 
that if it ever should need more than OL man-hours of labor of standard 
quality it must train or upgrade some of the job applicants, and this training 
cost causes the discontinuity in the supply function VWXY. The firm will 
use OL man-hours which it can get for a price of OP. The firm finds, in the 
specific example, that the training cost is not worthwhile. A less careful read- 
ing of the labor market as in Figure 7 indicates NQ workers willing to accept 
employment at the going wage. 

Opportunity cost considerations such as welfare payments and future taxes 
can make it worthwhile for society to undertake the retraining cost. The firm 
would then observe, in Figure 6, a supply function of VWZ, or one that is 
analytically equivalent. Public policy can therefore increase employment at 
the firm by LM man-hours in this case. 


24In Nova Scotia a case came to my attention where a worker received training because of a 
desire for support assistance rather than for training. A similar case came to light in Saskatoon in 
interviews conducted by G. Johnson for the Prices and Incomes Commission. Slightly lower allow- 
ances would be superior to administrative checks as a method of preventing this misuse of the plan. 

25 Canadian Statistical Review, 46 (12): 49, December 1971. Information Canada 11-003. 
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However, a firm finding itself in a situation such as that shown by Figure 
8 (perhaps from a recent shift in demand) will be able to make a case for re- 
training financed by public funds, a case which administrators will find plau- 
sible. 


Each firm has an incentive to have workers trained at public expense from 
its own perspective and also from the point of view of the industry. In Figure 
9 the firm receives “free’’ training for Oa workers, raising their marginal pro- 
ductivity in a neutral way that makes them no longer complementary with, 
nor substitutable for, workers who do not get the additional training.2© Total 
product increases from FGb0 to EHGbO and for highly specific training, the 
wage remains OW so that the firm is better off by EHF. 
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26 It is proper to fear that the newly trained workers working with the same quantity of other 
inputs might displace some of the other workers so that the total hired is less than Ob (the MPP 
curve rotating clockwise around a point such as H because of the technical conditions of production). 
This could be offset by the substitution of labor for other inputs because, in the firm’s view, the 
price of trained labor has fallen relative to the price of other inputs. 
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The industry will be better off whenever industry-specific training is under- 
taken because this increases the price elasticity of the supply of labor. 

The most flagrant type of training error where a firm is approached with 
a proposal for converting private expense to public expense?’ is presumably 
under control now, although it is clear that the general problem remains. 
At a guess, there is probably much more inefficiency and inequity from re- 
distribution of this sort from specific training given at provincial and com- 
munity colleges where a deliberate attempt is often made to provide training 
that can be used in some of the firms that are located near each college, an 
attempt not without merit.28 

Very disquieting are continuing approaches being made by Canada Man- 
power which appear to be offers of “‘free training” to firms.29 Further, it is 
not impossible to find examples of federally financed adult retraining that 
appear to be suspiciously specific. One such involved pipefitters being trained 
to construct a refinery, work specific enough to require the company’s super- 
visors to assist with the instruction. In the overall problem it is not clear what 
role is played by: 

(a) the difficulty of defining “specific” in each case; 


(b) the difficulties inherent in providing training with virtually no forward 
information on expected job vacancies and the like ;30 


(c) the problem whereby each province (to which the training is costless) 
‘looks after” its own firms; 


(d) the problems faced by counsellors who must locate occupations where 
persons taking the training have a high probability of employment 
after the program.?! 


Main Conclusions 


The existence of an active training policy changes the behavior of entre- 
preneurs by providing an incentive to convert private expenditure into public 


27 **. .. there is a danger that the expanding schools may be taking on training functions which 
should be the business of employers. In our interviews with Canadian leaders we received some 
evidence of such developments. We were told by one employer’s representative, for example, that 
education authorities had offered to undertake for his company a training scheme which ordinarily 
it would have had to do on its own.”’ Organization for Economic Co-operation and Development, 
Manpower Policy and Programs in Canada, Paris, 1966, p. 122. 

28 There is much merit in this attempt so long as the Marshall-Becker distinction is clearly 
understood. Although federal expenditures (1970-71) of $4.8 million on training in industry and 
$27.7 million on apprenticeship (regular) are hardly trivial, there is much greater scope for re- 
distribution with provincial (education) expenditures than with federal expenditures (on adult 
retraining). The research which would answer this question has not been done. 

29 **. .. under the Canada Manpower Training Program (CMTP) the Department can train or 
retrain workers to meet particular employer needs.’’ Canada, Department of Manpower and Immi- 
gration, Manpower Profile, Cornwall Area, Ottawa, p. 9. 

30 See chapter four. 

31 Selection failure of this type is far more ‘“‘visible” than errors in providing specific training 
and therefore more to be avoided. Further, well-intentioned counsellors may feel that they have 
“created”” new jobs when persons receiving rather specific training are hired after the instruction 
period. 
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expenditure. It would be valuable if an attempt were made to seek out sug- 
gestions for innovative ways to restructure the incentive system so that, 


(a) the temptation to convert private costs to public is removed, 
(b) ‘“‘discretionary” grants are ruled out, and 


(c) the necessity for administrative attention is minimized. 


A shift in training policy away from the goods-producing area where skills 
were in short supply in the nineteen fifties and early sixties, to the parts of 
the service sector where manpower will be in short supply in the seventies, 
is suggested by data that is not precise enough, 


(a) to yield convincing benefit:cost calculations, nor 


(b) to identify occupational shortages distinctly.32 


If these shortages are not identified there is a grave risk that trainees who 
do get jobs might merely be displacing others who would have held them. 
Thus, there is a compelling case for increasing the share of training resources 
devoted to seeking out information on future occupational shortages. 


32 The Manpower and Immigration Department must be commended for collecting data which 
makes a beginning at answering some of these difficult questions. 
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chapter six 


MOBILITY PROGRAMS 


The Basic Model 


The model usually employed to handle mobility can be briefly summarized 
as follows: a worker has an incentive to move from occupation or area B to 
A whenever the present value of his expected future earnings in A exceeds 
the present value of his expected future earnings in B by more than the cost 
of moving from B to A.! 

In this scheme the private benefit:cost ratio is: 


k Ves 
3 
t=O (1 +i) 
ee (1) 
k ve 
Dy +C 
t=0 (1+ i 


where i is the individual’s personal time preference rate of interest, k is the 
number of years of work remaining before retirement, Y4 is the individual’s 
after-tax income in A, and C is the private cost of moving from B to A. 

For a social benefit:cost ratio one adds social costs to the denominator 
and social benefits such as increased tax payments or decreased welfare pay- 
ments to the numerator. It is not always recognized explicitly that use of this 
technique makes interpersonal comparisons and that it assumes away the 
reliable law of diminishing marginal utility. 


1 Larry A. Sjaastad gives a concise treatment of migration as an investment decision in the oft- 
cited ‘‘Costs and Returns of Human Migration”, Journal of Political Economy 70 (5) pt. 280-93, 
October, 1962. 
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In this benefit:cost form, the model suffers a serious deficiency—untestable 
oversimplification. To the individual in question, not only does money matter, 
but only money matters; no allowance is made for non-financial considerations. 
Regression of mobility on wages is a fairer game as the procedure gives a 
measure of the importance of omitted variables.2 With the benefit:cost tech- 
nique one could simply be measuring the non-financial economic factors. 


The proper benefit :cost ratio 1s: 
keen oun 


ps + 
t=O(+it t=O0(1 +i) 
(2) 
[eae NEY k MB 


z —+ 2 eC Cny 
t=O(1+it t=00+4+ it 


where MA is the dollar value of enjoyment in period t when in A, MP is the 
corresponding value for B, and Cp and Cyr are the financial and non-financial 
cost of moving from B to A. Each individual embodies a certain amount of 
sunk human capital which allows him to look after his tastes at low financial 
and psychic cost in B but not necessarily in A, so that the expected value for 
ME will be greater than M*, and Cyr will not be trivial. 


Whenever an investment is made in human capital that is highly specific 
to one area (language is a suitable example in Canada), the compensatory 
wage differential must be large. The M terms are especially important for 
geographic mobility for it is often impossible to work in A and still live in B. 
For some of these matters marginal theory is inappropriate. For example, 
one cannot go to Linacre, Saskatchewan and have two-fifths Vancouver and 
three-fifths Winnipeg. On the main point though, a conventional benefit:cost 
ratio may be telling us more about: 


k MA — MB and Cyr (3) 
3, a Ao) 
t=0 (1+ i 


than about total benefits and costs. 


Three things follow: one is a healthy skepticism regarding some of the ex- 
tremely high benefit:cost ratios that have been reported (8:1 in early work 
at the Department of Manpower and Immigration); the second is that some 
of the inter-regional differences in income may be equilibrium differences for, 
as we have known for 200 years, the net advantage is important, not just the 
wage level; third, if society wants a number of persons to move from B to 
A then a substantial mobility payment may be necessary to compensate for 
(3) above, and for Cyr. 


2 Although as Lowell F. Galloway has noted, the usual term for the cost of moving is distance 
between locations, and this unwittingly serves as a measure of psychic disutility as well as a proxy 
for the cost of information. Manpower Economics, Homewood, Ill., R. D. Irwin, 1971. 

3It may be necessary, as another example, to recognize differences in sharing conventions 
between rural and urban areas. Those who have participated in sharing as donors in area B have 
invested in an insurance scheme which is not of value in area A. 
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Reasons for Subsidization of Mobility 


There are three general conditions which can require intervention, although, 
it is necessary to have a certain omniscience with respect to M* and MP. 
These are: 


(a) impediments in the capital market; 
(b) ignorance; 


(c) externalities and social opportunity costs.4 


(a) Impediments in the Capital Market 


As discussed earlier, inability to borrow money on human capital prevents 
the investment in training, and the argument applies to mobility as well. Again, 
if perception is perfect, only a loan is required—not a grant—because if this 
imperfection is the only problem, the individual will be aware that an invest- 
ment in training will repay the borrowing expense. 


It is difficult to say whether or not this has been of significance in Canada. 
The Manpower Mobility Program began as a loan scheme but after one year, 
it was converted to a grant system. (This at least has virtue of making a 
savings on the cost of collecting repayments on the loans. As well, the grants 
go to persons who are “long-term”? unemployed—persons out of work for 
four of the last six months—so that the transfers go to persons with a high 
marginal utility for income). There was no flood of applicants when this barrier 
was first removed, the unofficial explanation being that the availability of 
grants and loans was a well-kept secret. 


(b) Ignorance, or the Shortage of Information 


One suspects that some of those arguing a case based on “ignorance”’ do 
so on the grounds that their appreciation of the situation is superior to that 
of the person alleged to benefit from a move. Comparable to this is any argu- 
ment which arises through the failure to incorporate M, above. These two 
versions are clearly defective. 


On a slightly different tack, “It is a well-known proposition in welfare theory 
that the over-estimation of actual risks in individual decision-making creates 
sub-optimal results.’’5 It is true that a subsidy will correct this situation. How- 
ever, while the statement is true it is not all clear that it has any empirical 
content for it can be argued the other way around®—persons might under- 
estimate the actual odds against success. Canadian data are hardly persuasive 


4 This follows the general scheme from chapter two Vanderkamp employs four conditions by 
splitting (c) above into externalities, and ‘‘existence of other subsidies”. John Vanderkamp ‘‘Toward 
a Theory of Labor Mobility”, Vancouver, Department of Economics, University of British Columbia, 
1970, (Discussion Paper no. 47), pp. 29-31. 

5 Ibid, p. 29. 

6 As Adam Smith did. He believed that a person enlisting in the army saw a thousand chances 
for valor that never occur, and that men suffer from an ‘“‘...over-weening conceit in their own 
abilities...’’ such that they always overestimate their chance of success. Adam Smith, An Inquiry 
into the Nature and Causes of the Wealth of Nations, London, Methuen, 1961, VI, Ch. 10. 


MOBILITY PROGRAMS =) 


one way or another. For example, the occupation “entertainers and artists” — 
an occupation with a small chance for a large success—had the slowest rate 
of increase in income for the decade 1959-1968 (—12.5 per cent) for the 25 
occupations studied, while at the same time it had the most rapid rate of in- 
crease in number of persons (+186 per cent).? As stated, the case is hardly 
compelling one way or another. 

An early review of mobility research indicated that the shortage of informa- 
tion was so crucial that the “rational” market model was inappropriate.’ 
However, it has been demonstrated that it is not necessary that all participants 
in the labor market have the correct information; it is sufficient that several 
persons have it so that the correction can take place at the margin.9 In a dynamic 
context we are dealing with rates of change or rates of adjustment and the 
critical question then becomes whether or not the shortage of information 
slows down the process of adjustment to a rate which is below that of the 
disequilibrating force. 

It is also possible to argue that the individual cannot foresee that his tastes 
will change when he moves to the new area and that he will be better off then 
than he perceives with his current set of preferences. However, given that 
the individual has an incentive to try to make the wisest choice for himself, 
it is difficult to see why errors in his perception should be in one direction. 
For example, a 20-year-old male leaving an area can hardly be expected to 
appraise his morbidity and mortality probabilities with any precision. Once 
again the argument is far from persuasive. 


(c) Externalities and Social Opportunity Costs 


One of the external effects in which we are most interested is the presumed 
lower rate of inflation which follows an improvement in allocation in labor 
markets. The empirical significance of these externalities has yet to be estab- 
lished—one is never sure whether this difficulty stems from the ephemeral 
nature of the concept itself, or from the diminutive size of the external effect. 
Certainly allocative efficiency depends to a great extent on mobility, but most 
of it surely depends upon unsubsidized mobility, and it is extremely difficult 
for an administrator to direct a subsidy specifically to the marginal group 
that would not move without the subsidy but would move with it. So far as 
“advised”? mobility goes, it is likely true that immigration policy has been 
more important for allocative efficiency than has intra-Canadian mobility 
directed by Canada Manpower counsellors. This can be expected from the 
skills of the migrants, and from the fact that expenditures for the Immigration 
Division are more than three times those of the Mobility Program. 

A second externality concerns the multiplier associated with expenditures 
of an individual in region A and in region B. We do have one official’s guess 


7 Based on data in chapter two and ultimately from Canada, Department of National Revenue, 
Taxation Statistics. 

8 Herbert S. Parnes, Research on Labor Mobility; An Appraisal of Research Findings in the 
United States, New York, Social Science Research Council, 1954. (Bulletin No. 65). 

9 Simon Rottenberg, ‘““On Choice in Labor Markets’’, Industrial and Labor Relations Review, 
9: 183-99, January 1956; Reply 9: 636-43, July, 1956 and Reply 11: 102-03, October, 1957. 
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that the employment multiplier in the high income region to which an indi- 
vidual moved is greater than the multiplier loss in the region from which he 
came.!0 However, even if this is true, the welfare implication is not unambi- 
guous when the marginal utility of income is declining. Moreover, Vanderkamp’s 
alarming estimates on employment multipliers suggest that “For every five 
unemployed people leaving the Maritimes, two previously employed persons 
become unemployed.”!! For five who move therefore, the net gain is really 
three and adjustment is that much more difficult to achieve. 


In special circumstances, the individual may find that his welfare is best 
looked after by receiving some kind of public payment or by criminal activities, 
rather than taking a chance on moving to a new area where he might find 
work. For such a person an outright transfer or a mobility payment may be 
cheaper than the alternative. 


In addition to any of the above, one is left with the feeling the Mobility 
Program is very much directed at the equity objective rather than just at ef- 
ficiency, and that a second motivating force is an attempt to improve the regional 
distribution of income. It is certainly true that voluntary movement is a force 
which operates in the direction of income equality but a force that is “‘too 
weak’”’ in the eyes of most Canadians. If this is so and the implications are 
fully understood, transfers in the form of mobility incentives have additional 
justification. 


Given the objective, a lump sum grant to persons who would not otherwise 
move is a proper policy. The trick is to discover the optimal size of the grant, 
and to ensure that most grants go to those who would not move otherwise. 
And if persons generally see non-financial reasons for not moving, the eco- 
nomic inducement must be large enough to compensate for these other ad- 
vantages. 


Canadian Mobility Experience 


Research on Canadian mobility has shown five things of which we can 
be fairly certain and several other things of which we are less certain. First 
of all it is apparent that the economic variables are of substantial importance— 
income plays a major role in mobility decisions.!2 Second, research by Stone, 


10 A. N. Polianski, ‘“‘Manpower Mobility Program—A Pilot Project in the Method of Evaluation 
of Government Programs’, in North American Conference on Labor Statistics, 25th, Toronto 1967. 
Proceedings. June 12-16, 1967, Washington, D.C., U.S. Government Printing Office, 1968, pp. 
175-201. 

11 This arises because of the cessation of expenditures based on transfer payments. John Vander- 
kamp, “‘The Effect of Out-Migration on Regional Employment’’, Canadian Journal of Economics 
3 :541-549, November, 1970, p. 546. From the national perspective the welfare payments are transfers 
which need not be included by those who care to defend the notion that the marginal utility of income 
is constant. 

12 John Vanderkamp, ‘“‘Inter-regional Mobility in Canada: A Study of the Time Pattern of 
Migration’’, Canadian Journal of Economics, 1:595-608, August, 1968. 

Thomas J. Courchene, “Interprovincial Migration and Economic Adjustment”, Canadian 
Journal of Economics, 3 :550-576, November, 1970. 

Leroy Stone, Migration in Canada: Some Regional Aspects. Ottawa, Queen’s Printer, 1969. 
(1961 Census Monograph). 

Marvin McInnis, ‘Provincial Migration and Differential Economic Opportunity’, Ch. 5, in 
ibid, pp. 131-202. 
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Courchene, Vanderkamp and others has substantiated the fact that non- 
financial costs and returns by whatever name are important. Third, distance 
is of substantial importance although the exact role that this variable is play- 
ing is not yet fully understood. Fourth, virtually all research indicates that 
mobility has a positive role to play whether from the point of view of labor 
market efficiency or from the point of view of welfare more directly. However, 
this agreement is not unanimous.!3 Finally, the expectations from investment 
theory based on a notion that the pay-off period for investment in human 
capital is longer for persons in a younger age group is validated from research 
by Vanderkamp, Courchene, Stone and others. 


Other factors that seem to be of importance but are not agreed upon entirely 
are the following: information appears to play a role and has received some 
confirmation recently;!4 work by Courchene has indicated that government 
transfers to low-income areas affect mobility adversely as is predicted by eco- 
nomic theory;!5 research on kin networks indicates that economic assistance 
is granted through these networks even in urban areas, so the existence of 
family in the receiving area is of some importance;!® finally it appears that 
income in the sending area has a role and it is probable that this is to cover 
the transportation cost.!” 


Research by the Organization for Economic Co-operation and Development! 
and by Stone!9 has shown that mobility rates in Canada are high by inter- 
national standards. 


Types of Mobility Assistance 


Mobility assistance has evolved through three phases. Prior to 1965 a modest 
program operated through the National Employment Service. The program 
provided grants to workers who move from designated labor surplus areas 
to other areas, and covered expenses for relocating the household. This as- 
sistance was available only to workers who could not pay such cost them- 
selves and required administration of a means test. 


In 1965 The Manpower Mobility Program was introduced. The program 
did away with the means test and provided loans at six per cent interest, and 
grants to workers who were unemployed for four of the last six months. In 
a year and a half, fewer than 3,000 persons took advantage of this plan. 


13 One review has little faith in the equilibrating income changes which might result from in- 
cremental movements : ‘“The massive migration of the population is neither socially nor economically 
desirable and we reject this possibility’’. Report of the Special Committee on Manpower and Em- 
ployment, in Debates of the Senate, 4th Session, 24th Parliament, 1960-61, Ottawa, Queen’s Printer, 
1961, p. 876. 

14 My interpretation is the author does not draw this inference. See M. McInnis, op. cit., pp. 
179-83. 

15 Courchene, op. cit., pp. 565-67 and p. 571 

16 Michael Young and P. Willmott, Family and Kinships in East London, London, Routledge, 
Kegan Paul; Michigan University Detroit Area Study, A Social Profile of Detroit, 1955, A Report. 
Ann Arbor, Michigan, 1956. 

17 Courchene, op. cit., pp. 561-62, 573. 

18 Organization for Economic Co-operation and Development, Manpower Policy and Programs 
in Canada, Paris, 1966, p. 69. (Reviews of Manpower and Social Policies No. 4). 

19 Stone, op. cit., pp. 61-63. He found that for the five-year period 1956-61 the ratio of movers 
to total population was .44. 
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In 1967 the Mobility Program moved to a straight grant system and did 
away with the rule that restricted operations to designated areas. Three types 
of grants are now available: trainee travel grants, exploratory grants and 
relocation grants. 


(i) Trainee Travel Grants 


Adult trainess who are enrolled under the Occupational Training Act are 
eligible for travel allowances when they must leave their own community 
to take the training. 


(ii) Exploratory Grants. 


Unemployed persons having difficulty finding work in their own area can 
be authorized by their Canada Manpower counsellor to receive an exploratory 
grant which enables the worker to search for jobs in nearby areas. His family 
can be given a living allowance for up to four weeks in amounts from $12-$40 
per week depending on family size. The travel allowance is based on the cheapest 
method of transportation to the area where the search will be conducted. 


(iii) Relocation Grants. 


If the worker finds a job he can obtain a relocation grant which covers his 
entire travel and removal expenses, plus a resettlement grant of $100—-$1000 
depending on family size, as well as a housing grant of up to $1,500 if the 
individual sells his own home and buys another at his new location. 


Some Magnitudes 


On the basis of a comparison with aid given in the United States, Canada’s 
mobility assistance appears to be large indeed. Each country spends about 
$7 million, so on a per capita basis Canada’s assistance is more than 10 times 
that of the United States.20 Perhaps this might be expected in view of the elong- 
ated “linear”? nature of Canada’s population distribution, and the higher 
mobility expenses arising from language and cultural heterogeneity. Too, it 
must be borne in mind that the programs in the United States are more in 
the nature of pilot experiments than any concerted effort. 

To gain a better perspective it is necessary to recognize that total mobility 
has been and is very high in Canada even without federal support.2! The Or- 
ganization for Economic Co-operation and Development recognized this,?2 
and Leroy Stone’s figures indicate that even for 1956-61 more than a million 
persons moved every year.?3? The 7,400 persons receiving relocation grants in 


20 At the Queen’s Conference R. A. Jenness suggested a ratio of 12 to 1. R. A. Jenness, ‘“‘Man- 
power Objectives, Market Information and Mobility Incentives’’, Meeting of Canadian Labor 
Economists, February 25-27, 1971, Queen’s University, Kingston. 

21 Assistance by employers is likely of importance, and would be a useful statistic. It is not 
certain what this means for mobility models but it is reasonably certain that private assisted mobility 
payments exceed public assisted mobility payments in total. 

22 0.E.C.D. Manpower Policy and Programs in Canada, 1966, op. cit., p. 69. 

23 Leroy O. Stone, op. cit., pp. 61-63. The ratio of all movers to total population for the five-year 
interval was .437 for Canada as a whole. About 60 per cent of the movers made intra-municipal 
moves. 
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the 1969-70 year represent a small portion of all movers—less than two per 
cent of all families that move. Furthermore, persons assisted with relocation 
make up a little over one per cent of the number of unemployed.74 

It is also true that in terms of Canada’s total active manpower policy the 
mobility program is but a small part. For example, expenditure on training 
is over 50 times the amount spent on mobility, and the Mobility Program 
spends a little over one per cent of the Manpower budget. 

Table XVII tells more about the number of persons affected since the grant 
plan began in 1967-68. 


TABLE XVII 


Number of Persons, Total Cost and Average Assistance 
for the Three Types of Mobility Grant, 
1967-68 to 1969-70 


Total 
Cost Average 
No. of $ Grant 
Persons (Thousands) $ 
Trainee Travel 
1967268 2. eo hncctak iets Pes R ee 18,277 BBY: 19.26 
1968-69 SB ee AU et coh a ae oe ae Shi 562 17.71 
1969-70) ett ht ROAR eae nae ee 34,595 786 22 i3 
Exploratory 
1967-68 cost tassios eee 4,676 119 25.45 
T9G68269 Fac Re en ee 6,351 211 Re I: 
1969-70 PAs ed i as Fe tee eee eer 7,784 356 45.75 
Relocation 
LOGT-O8 het i, ee eee ce i ce es 6,200 2,589 420.00 
1968-69 Fe ee gee Bes he ae ne Sant ee AY 6,591 3,329 505 .00 
T9691 O ee ata oie Ee, Ste Re es: 7,400 4,772 640.00 


Source: Canada, Department of Manpower and Immigration. 


In 1969-70 about 35,000 persons received trainee travel grants with an 
average value of only $23. The connection between trainee travel grants and 
mobility is complex and not as yet made clear. Nearly 8,000 persons received 
exploratory grants with an average value of about $46—an indication that 
most of the exploring is done nearby and not in another economic region; 
and 16 per cent of movers receiving assistance cross regional boundaries.25 
The bulk of the expenditure was on relocation grants but only about 7,500 
persons received this aid. In these terms then, mobility incentives make up 
a small part of Canada’s active manpower policy. 


24 Schnitzer estimates four per cent, but this is surely an error. Martin Schnitzer, Regiona 
Unemployment and the Relocation of Workers, The Experience of Western Europe, Canada and the 
United States, New York, Praeger, 1970, p. 93. 

The Economic Council cites one per cent; Economic Council of Canada, Eighth Annual Review, 
Design for Decision Making, Ottawa, Information Canada, 1971, p. 147. 

25 Economic Council, ibid, p. 151. 
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Plan Execution 


Trainee travel grants are closely monitored and available only to persons 
who must travel to take training. Exploratory grants might be more suscep- 
tible to abuse, but it hardly seems profitable for anyone to take a chance on 
getting past a counsellor, and undergoing the “hassle cost’’ for $45. As well, 
about 50 per cent of the recipients of exploratory grants do find work, an 
indication that these have been used properly. The relocation grants (usually 
between $200 and $1,000 and averaging $640) are a stronger temptation, but 
as noted, very few of these are made. In fact as projects go, the whole Mobility 
Program is extremely small—the $6 million spent in 1969-70 is what a single 
firm can receive under the Regional Economic Expansion Program. 

Of importance is the genuine attempt to live up to the spirit of the non- 
duplication rule.2© The program makes an explicit attempt to identify and 
assist the particular kind of person who can benefit from mobility but who 
would not move on his own. On execution, the mobility plan scores higher 
than the training plan because it is measured against the more demanding 
standard. 


Mobility Programs, Unemployment, and Inflation 


In the broad range of activities carried on by the Government of Canada 
it is unlikely that any program has had more conscientious evaluation than 
the Manpower Mobility Program. At a guess this has kept the program from 
growing as rapidly as those not subjected to the same scrutiny. A 1967 cost: 
benefit analysis was performed by A. N. Polianski,27 and R. A. Jenness28 
has presented a more sophisticated manpower mobility model which has 
proven to be useful for some specific purposes—though not for choosing 
the optimal scale of operation. 

Two contributions that were made with this mobility model are: 


(a) an estimate of how long a worker will stay at a new job, and 


(b) an estimate of mobility that would have taken place without assistance, 
both of which are laudable attempts to get at the net contribution of federal 
mobility assistance. 

The exercise helped to zero in on mobility candidates who are most likely 
to be successful in a new location and least likely to move without assistance.29 
The chief weakness of this work, and of Polianski’s earlier work is the omission 
of the non-financial costs and returns mentioned above as:39 

k M*— MB 
>, 2 ae gS ae Cnr 
t=0 (—vit 

26 See chapter four, first section. 

27 A. N. Polianski, op. cit., 25th. pp. 175-201. 

28 Robert A. Jenness, ‘Manpower Mobility Programs’’, in North American Conference on Cost- 
Benefit Analysis of Manpower Policies, Madison, Wis., 1969. Proceedings. G. G. Somers and W. D. 
Wood, eds, Kingston, Ont., Industrial Relations Centre, Queen’s University, 1969. pp. 184-220. 

29 These were older married workers. 

30 The importance of this omission was indicated in different ways by the two critics of the 
model at the Wisconsin conference and has been pointed out by Jenness as well. See North American 


Conference on Cost-Benefit Analysis of Manpower Programs, op. cit., pp. 194-195 and H. S. Parnes, 
ibid., pp. 221-224 and G. McKechnie, ibid., pp. 224-229. 
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In surveying the earlier version of the Mobility Program Polianski arrived 
at 8:1 as the benefit:cost ratio excluding non-financial costs and government 
administration expenses (and a higher ratio on other assumptions). Even 
if this is a long way from the real ratio, expansion of mobility activity does 
not appear to be in danger of being uneconomic. Other evidence by Vander- 
kamp and by the Economic Council of Canada (which believes that a ratio 
of 2.5 may not be far off), is consistent with an expansion of the Mobility 
Program, or at least some parts of it.3! In chapter three the scarcity of labor 
market information was outlined; a strong case exists therefore for the ex- 
pansion of exploratory grants. They cost little and evidently pay off with a 
job about 50 per cent of the time.32 


Thus far the Manpower Mobility Program has done precious little for any 
mobility except that on the shortest scale—$45 for an exploratory grant hardly 
allows one to scour the ends of the earth, and more than 80 per cent of all 
relocations are within the same province.33 There is a case of allowing some 
low income workers to move to regions with full employment.34 When the 
job vacancy survey becomes fully operational the choice of occupation and 
region can be made with far better information than is available now. This 
applies to unassisted moves (which make up more than 98 per cent of all moves) 
as well as those receiving grants, and should therefore reduce the disappoint- 
ment evidenced by our current high rate of return migration. This in turn 
implies an increase in allocative efficiency as well as the obvious welfare gain. 


The high degree of mobility in the labor force has served Canada well. This 
mobility has been in the proper direction to produce welfare gains but not 
of sufficient magnitude to substantially narrow income differentials. The Man- 
power Mobility Program has had some success but thus far it has been too 
small to be of importance. All things considered, including the current size 
of alternative programs,>5 the Mobility Program appears to have substantial 
potential for improving economic welfare and improving our performance 
against unemployment and inflation.3° 


31 See John Vanderkamp, “Inter-regional Mobility in Canada: A Study of the Time Pattern 
of Migration’’, op. cit., pp. 595-608, esp. p. 608. See also Economic Council of Canada, Third Annual 
Review and especially Eighth Annual Review, op. cit., p. 154. 

32. R. A. Jenness offered this estimate at the Queen’s University Conference of Labor Econo- 
mists, op. cit. Even if half of the successful job-seekers are persons who would have gone without 
federal assistance, this is still $90 well invested. 

33 R. A. Jenness, ““Manpower Objectives...’’ op. cit., p. 10. The expansion in the last few 
years has been mostly with smaller grants. In the former plan, as Polianski observed, at least one 
third of the recipients changed province; op. cit., p. 180. 

34 This emphasis on a ‘“‘vacuum”’ effect whereby the old job will be occupied by the next 
person on the skill ladder, with climbing by persons from below eventually removing a person 
from the ‘‘vestibule” as discussed in chapter two. The process is consistent with our experience on 
hires and lay-offs. See Melvin Reder, ‘‘Wage Structure and Structural Unemployment’, Review of 
Economic Studies, 31:309-22, October, 1964. Despite macro-economic benefits, employers and 
Canada Manpower counsellors consider it “improper” to subsidize employed workers to move away, 
so the best that can be done may be to provide the opportunity to choose to move during a spell 
of unemployment. With minimum wages and so on, the movement of the unskilled is probably 
self-defeating. 

35 Especially training, and location of industry programs. 

36 Providing of course the program is monitored as closely as it is now. It is worth noting that 
other programs are evaluated in a manner that seems casual by comparison. 
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chapter seven 


ACTIVE MANPOWER POLICY FOR 
TECHNOLOGICAL CHANGE 


Objectives 


There are two complementary elements of manpower policies designed to 
alleviate the problems created by technological redundancy and/or plant 
closure. One is the federal government’s Manpower Consultative Service 
and the other is a series of provincial laws requiring advance notice from 
companies that plan to make large-scale lay-offs. 

“The Manpower Consultative Service is designed to assist in the development 

of constructive solutions to these adjustment problems by providing technical 


and consultative aid and financial incentives to industries undergoing a 
change in their production process.””! 


The service will pay up to 50 per cent of the costs of joint consultation, an 
inducement which is intended “‘to encourage labor and management to adopt 
the principles of the Manpower Consultative Service in their approach to 
manpower adjustments.”’2 These principles are: 


(a) advanced planning, 
(b) joint union-management approach, and 


(c) the co-ordinated application of all federal Manpower Services such 
such as counselling, retraining and placement. This service can be 
used in a forward direction as well to assist in finding suitable labor 
when new plants are being opened. 


1 Canada, Department of Manpower and Immigration, The Manpower Consultative Service, 
A Product of our Time, Ottawa, Queen’s Printer, 1970, p. 1. 
2 Ibid., p. 2. 
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The policies are therefore clearly directed at both inflation and unemploy- 
ment. The counter-inflationary thrust arises from the increased productivity 
that is the result of properly chosen technological changes. If nothing else, 
the advance planning is to move the employment adjustment forward in time 
so that individuals can begin to search and plan for jobs before being thrown 
out of work. In ideal form, these measures are intended to “shift in” the trade- 
off curve, in the terms of the Phillips curve debate, so that the economy does 
better on both inflation and unemployment. 


Current Operations 


The Manpower Consultative Service was established in 1963 but began in 
earnest just before it was transferred from the Department of Labor to the 
new Department of Manpower and Immigration (1966). The main purpose 
of the service is to reduce the personal and other costs caused by plant closures 
or by technological changes large enough to result in the lay-off of a significant 
number of workers. Briefly what happens is that representatives of the em- 
ployer, the workers, and the federal government sign a manpower assessment 
contract agreeing to set up a “‘Joint Consultative Committee” to oversee re- 
search into adjustment methods, and to make the administrative decisions 
necessary. The parties also agree on a cost-sharing formula. It is intended 
that the Manpower Consultative Service will play only an advisory (and financial) 
role, and that the two main parties will be able to negotiate a mutually satis- 
factory agreement. This is likely to be workable in that if either the worker 
or the employer felt free to take unilateral action with respect to the proposed 
change—that is action which would not bring about effective retaliation— 
the two parties would never get so far as the Joint Consultative Agreement. 


The current rationale quite rightly poses that it is better to take prevent- 
ative retraining and relocation measures than to wait for lay-offs. The Con- 
sultative Service makes use of the training and mobility plans so that its own 
budget is fairly small—about $237,000 in 1970-—71.4 Because of the use made 
of other programs it would be double-counting to add their expenditures 
in this part. There may even be occasions to lament the shifting of training 
places to workers involved in a plant closure from other unemployed workers 
who might be equally deserving. 


One successful application of this service, involving 550-850 ‘‘redundant” 
stevedores at the ferry crossing in North Sydney, has been written up in con- 
siderable detail by Professor R. E. George, who was involved in the case.5 
The study is enlightening in that it shows rather forcefully the ‘‘joint” or family 


3“. ..labor power is ‘perishable’,... The sellers of it are commonly poor and have no reserve 
fund”’; and “‘The time lost when the worker is thrown out of employment cannot be recovered. ..”’. 
Alfred Marshall, Principles of Economics 8th ed.; London, Macmillan, 1920, reprinted 1964, pp. 
471-2; any output loss is forfeited entirely. 

4 Provided by Department of Manpower and Immigration. 

5 Roy E. George, Technological Redundancy in a Small Isolated Society, Montreal, Industrial 
Relations Center, McGill University, 1969. Some participants in the program feel that this case is 
atypical in that several favorable factors were present. 
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nature of workers’ decisions and the importance of non-pecuniary advantages. 
In the main, it is a demonstration that the current Manpower Consultative 
Service is workable, and that it may have been extremely useful. It is possible 
to agree in part with the official internal judgment that “the program has 
proved itself... in a number of particular cases . . .”’. 


Shortcomings of Current Program 


Despite its usefulness, the current Consultative Service has three shortcom- 
ings, none of which is due to poor administration in a straightforward sense. 
The shortcomings have to do with 


(i) coverage 
(ii) methods of allocating costs and 


(iii) the role of this program in the total incentive scheme. 


(i) Coverage 

As suggested above, a Joint Consultative Committee will be struck only 
when management and labor both have an incentive to try to work out an 
accommodation. In such circumstances the two parties might have worked 
out some successful compromise without the Consultative Service. No doubt 
this would often be the case, but experience thus far indicates that a neutral 
party with labor market information (and retraining grants) can be of use. 
However, if the workers feel that their bargaining strength is strong enough 
to oppose the proposed change outright,’ they will do so and the service will 
not be called upon for assistance. Likewise an employer in a strong position 
can make the change he has in mind without negotiating with the employees 
and without paying any costs for joint consultative committees and such like.’ 
As a result of some large surprises of this sort, many provinces have passed 
or are in the process of passing laws requiring advance notice for any lay- 
off greater than a certain size; this is done on the grounds that this loss in 
managerial discretion is small relative to the social cost of sudden large lay-offs. 


6 W. R. Dymond, Assistant Deputy Minister, Department of Manpower and Immigration, 
‘Manpower Policy—The Canadian Experience”’, in Industrial Relations Research Association. 
Proceedings of the Annual Spring Meeting, May 8-9, Albany, N.Y., Edited by Gerald G. Somers, 
Chicago, Commerce Clearing House, 1970, p. 16. 

7 Perhaps the opposition to the use of pre-fabricated building material is an example, although 
the ‘‘strength”’ in this case often depends on local by-laws. 

8 The most interesting, and perhaps the most conspicuous case lately, involved the sudden 
closure of a rubber products plant in Toronto in 1970. It is probably a coincidence, but at the same 
time that the Dunlop Rubber Company Limited finalized a merger-like market sharing agreement 
with the Italian-based giant Pirelli, Dunlop decided to withdraw from certain rubber products 
markets. Their bargaining strength in this case arose from the fact that the Canadian plant was to be 
closed completely so that further dealing with those workers was unnecessary. This shutdown was 
important in precipitating Ontario’s law requiring advance notice for large lay-offs. It is curious in 
that, according to The Financial Times 60 (9): 2, July 19, 1971, it left a monopoly in the U.S. market 
for escalator handrails—a monopoly thwarted by the successful organization of a company by a 
group of laid-off employees. The logistics of the closure are detailed by Alexander Ross who reports 
that the company did give governments three or four weeks notice. Financial Post, March 28, 1970 
Leal 


ACTIVE MANPOWER POLICY FOR TECHNOLOGICAL CHANGE 65 


By working with the provinces, some arrangements are possible, but the 
dismissal notice is not long,? many lay-offs are not covered (below the critical 
size, or in provinces without legislation), and the new rules have resulted in 
“feinting’’ which diminishes the value of information received. The latter 
happens because companies must insure themselves by giving notice of a 
lay-off when there is even the slightest prospect of it. 

In sum, it is clear that the success of consultative assistance as presently 
conceived depends critically on these complementary laws.!0 


(ii) Methods of Allocating Costs 


The act allows the federal government to pay up to 50 per cent of any “‘agreed- 
upon” costs for a joint consultative committee. In addition it pays for re- 
location and retraining under the Manpower Training Acts. In the Canadian 
National Railways, Port Sydney case, Committee expenses proved to be about 
$120,000 and total expenses about $275,000.11 Of the latter, the company 
paid approximately 30 per cent, the union two per cent and the government 
the rest. No precise cost-sharing formula is stipulated beyond the require- 
ment that the ceiling for the government’s share of Committee expenses shall 
be 50 per cent. The principles that seem to be operating are ability to pay and 
ability to bargain. When the company or the union is small, its share of the 
expenses are set at some agreed upon level within its financial capacity. A 
semblance of poverty is an asset here. 

As noted, some of the agreements would be reached by the two parties 
without outside participation!2 so that presumably the financial participation 
of the federal government is designed to make participation attractive enough 
for some “extra-marginal’” cases to bring them under a joint consultative 
agreement. Obviously, this is a tricky business and the cost-sharing method 
even trickier, for negotiation should require the two private parties to reveal 
(and to pay) the highest amount they would pay without government assist- 
ance, and for public money to cover only the difference between this total 
and full cost. 

The problem is more distressing because the economic structure is some- 
what different once the new money-distributing agent is introduced, and it 
must be predicted that the ablest entrepreneurs will come forward with sound 
reasons why the public should contribute to changes that would otherwise 
be financed privately. Furthermore, some changes that would not occur will 
be induced by the new opening in the public purse. Even worse, this money 
can be used for up-grading and lay-offs associated with a shift to more capital 


9 Quebec had the first law and it requires that for dismissal of 10 to 100 employees, the employer 
must give two months advance notice; 100 to 300, three months; and over 300, four mouths. Man- 
power, Vocational Training, and Qualification Act, section 45 and Order-in-Council 717, Quebec 
Official Gazette, March 7, 1970. Ontario’s Act is less demanding. 

10 As is often the case in Canada, the cost of conforming to these laws as well as the benefit 
that can be derived from them, can be favorably affected by having laws that are uniform across 
provinces. 

11 George, op. cit., p. 168. 

12 Perhaps an acceptable example is provided by the oft-followed solution reached between 
the Canadian Pacific Railroad and its firemen. Here the railroad was allowed to introduce diesel 
engines but retained the redundant firemen. 
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intensive techniques, a shift that might not occur without the subsidy. There 
exists some suspicion in this respect, but is quite impossible to confirm it, 
for who could ever distinguish an autonomous change from one induced 
by the existence of the subsidy? Because of that difficulty it would be unfair 
to fault those attempting to administer the expressed will of Parliament, but 
it may be wise to modify the incentive structure. 

One general approach would be a change in the rules so that the propor- 
tion of the cost paid as a subsidy for committees be lowered.!3 The documented 
case should have proceeded at a zero subsidy because the railroad’s private 
benefits greatly exceeded its private costs.14 


(iii) Role of Consultative Services in the Total Incentive Scheme 


In what appears to be an exemplary display of interdepartmental co-oper- 
ation, the Department of Regional Economic Expansion provides the De- 
partment of Manpower and Immigration with prompt notice whenever a 
new plant is to be opened. Several aspects of the chain of events connected 
with the plant opening are beneficial. For one thing, any re-inflation related 
to direct spending on the project is likely to be in a region with excess capacity. 
For another, Manpower’s advance assistance in training suitable labor ob- 
viates the necessity for distinct wage signals to be followed by the usual long 
lags (for perception of the signal then mobility or training). Possibly, this 
may prevent an “excessive” signal from triggering increases in other wages 
by a demonstration effect. On the inflation score sheet all this is acceptable. 

Not so for employment. The first problem is that most incentive schemes 
use accelerated depreciation which makes capital cheaper than it would be 
otherwise.!5 This is exacerbated by the reckless international and interprov- 
incial competition in the give-away game,!© a game that is self-defeating. Or- 
dinarily the highly skilled manpower sometimes associated with capital-intensive 
methods, might be expected to set a limit on how far this can proceed. Not 
in Canada; Manpower will find or train such workers at public expense. 


A related problem that will be of more importance in the future has to do 
with multi-national corporations which can be expected to reshuffle produc- 
tion to areas where costs are lowest or where tax favors are highest. The Man- 
power Consultative Service and the notice of dismissal laws are an attempt 
to lower the social cost of plant closures in this shuffle. Yet the requirements 


13 In general the scheme should rule out largesse. If an expenditure is intended to purchase the 
right to undertake some counselling, etc., that the company would not undertake on its own, then 
it should be cheaper to pay for the “‘extra’’ employee-directed services outright. 

14 The case is not ideal because the C.N.R. is not a “private’’? company. Professor George’s 
figures indicate that the private costs were much lower than the private benefits for the railroad. 
He notes that the Committee’s efforts ‘“‘were largely responsible for the placement of most of the 
200 men who had obtained alternative employment by the latter part of 1968...’’. The International 
Longshoremen’s collective bargaining agreement required severance pay of up to $3,500 to stevedores 
who could not be placed. Conservatively this is $500,000 while the Committee expenses were $120,000 
split between the company and government. All told, company expenses were $82,000 rather than 
the $142,000 that they could have been. George, op. cit., pp. 168-171. 

15 In the light of the substitution effect this is hardly the best strategy. 

16 Manitoba advertises ‘“‘“Our records show a long list of companies who’ve established or 
expanded here because we’ve lent them money. And there’s more where that came from.”’ Globe 
and Mail, July 22, 1971, p. B 3. 
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are inadequate for, as pointed out, the costs of retraining and relocation of 
workers are borne by the labor force and by the public through unemploy- 
ment, and tax-financed manpower programs. For an optimal welfare outcome 
the total costs and returns of an action must enter into the calculus of the 
person making the decision. 

A market solution, therefore, requires a mechanism for charging the costs 
of manpower readjustment to the corporation so that only those relocations 
consistent with the market notion of welfare occur.!7 It is possible that if Canada 
were the only country on full costing, the number of firms arriving might be 
affected, but it seems unlikely that the sums involved are all that high. Any 
single nation might try to go a step further by lowering arrival costs and rais- 
ing leaving costs to prevent even those moves which increase global welfare 
(but harm that particular country). This policy might well affect arrivals. 


Nevertheless, there is a case for a “manpower readjustment charge” of 
some sort. One version is a percentage tax on the leaving company’s total 
profits for the last 10 years (assuming that this could be discerned from its 
records). This has severe disadvantages but it would allow companies which 
truly are having economic difficulty to close at little or no expense while acting 
as a deterrent to profitable oligopolists seeking the latest tax haven. Full cost- 
ing would be superior. 

No matter which method is used, there can be little doubt that the em- 
ployment picture, especially in lower wage regions, would be much brighter 
if the incentive structure were not set up to reward precisely the wrong kind 
of behavior. 


Evaluation 


Laws requiring advance notice for large lay-offs are relatively simple, clearly 
understood and enforceable.!8 The public costs are expected to be low be- 
cause, with clarity and certain enforcement, few cases should go to court. 
By comparison the Manpower Consultative Service (which tries to do some- 
what more) is mammoth in terms of expenditure. From 1965-1970 it affected 
174,000 workers, and programs in progress in 1970 had a committed cost of 
about $700,000 (see Table XVIII). This makes its allocative efficiency and its 
employment benefits correspondingly more difficult to measure. The one 
carefully documented case is helpful for an evaluation, but we cannot be cer- 
tain that the case is typical. 

The Manpower Consultative Service is most likely to see action in those 
cases where joint consultation would have taken place in any case.19 In that 
light its contribution should be measured by only the improvement in the settle- 
ment arrangements that results from its participation. The George Report 


17 Strictly speaking, individuals must have poor bargaining power or poor perception or they 
would protect themselves on their own. 

18 This would be much better if provinces would agree on a common set of provisions so that 
fewer resources would be tied up in seeking out and complying with the specific version pertaining 
to each province. 

19 Under the new Canada Labor Relations Act the Department of Labor may be asked to 
duplicate some of these consultative facilities on matters concerning technological change. 
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TABLE XVIII 


CANADA MANPOWER CONSULTATIVE SERVICE 


Summary of Manpower Assessment Incentive Agreements showing Cost and 
Workers Affected by Region and for Canada Since the Inception of the 
Canada Manpower Adjustment Program to February, 1965 


No. of 
No. of Total workers 
Region Programs Cost affected 
Completed Programs: 
PAT atitiCuee same Se, Fern, L/P ae oe ake 5 $157,635.00 2,400 
Gnebect =: steal. See ee 38 340,089 .93 42,130 
OT aTi OP ee i Bn ee a ee ee 10 62,109.58 8,966 
IPC ATTIC fer a, rt Ok i og Shee TEE a 2 10,590.24 1,250 
| af Pes ile dose set EN TN Ee ee en er 4 25,289.64 1,570 
REAR AC A ee he ee tA ARTA ETS eer 2s 59 $95,714.39 56,316 
Total No. of 
Committed workers 
Cost affected 
Programs in Progress: 
PA TIAYIUICS © ee PE ied atc Ae ak MEE ee Z $135,450.00 1,200 
Quebec ee ea diy renal. om, Coa Peerdeey: 23 387,500.00 88,016 
CONICAL IO ern AR car asa tecaases teas eR ues ee eat 6 128 ,000 .00 22,140 
EAItIe rs Carre ee he ch he, Ae ce ee — — — 
ACI ree ea nek eat, hee See a heey ee wae 4 48 ,000.00 6,185 
(COREY ELL erent AANA REDE om ey LES aan hts 36 698,950.00 117,541 


SourcE: Canada, Department of Manpower and Immigration Annual Report 1969-1970, Ottawa 
Information Canada 1971, p.18. 


did recognize that the Joint Consultative Committee was a substitute for 
a more direct union-management committee and not a totally new body re- 
sponsible for a settlement that would not be reached otherwise.2° The same 
report gives some statistics which indicate that because of the severance pay 
arrangements already contained in the collective bargaining contract, the 
company had a strong incentive to arrange all on its own a compromise much 
like the one reached through the Consultative Service (see page 67). 


A pre-vocational school seems to have been successful in the North Sydney 
case, but since this would eventually be available under the Adult Occupational 
Training Act in any case, “‘...The $114,000 expended on training should 
be considered merely as expenditure brought forward, rather than as extra 


20 George, op. cit., pp. 6-7. 
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cost.”2! Yet there remains an advantage to advance planning. On the George 
assumption that 150 workers might otherwise have been unemployed for 
two months of search time, the North Sydney planning saved the Unemploy- 
ment Insurance Fund $60,000.22 It is worth noting though, that this advance 
notice is more certain under “dismissal notice” laws than under voluntary 
consultation. 

Two other claims were made for the Consultative Service in North Sydney. 
The first was better management-union relations. The second was a counselling 
program costing $10,000 which would not have taken place without the Man- 
power Consultative Service and which was certainly the most important con- 
tribution of the Service. Because of a high degree of psychological dependency 
among these redundant workers (though hardly limited to these workers in 
particular), it would be improper to make the usual assumption that indi- 
viduals make decisions in a manner predicted by even a benign economist. 
A large part of the counselling consisted of helping the individual to learn 
methods of evaluating choices, very likely a prerequisite for any skill at search- 
ing for a job, among other things. Suppose then that the $10,000 spent on 
this special counselling was an expense that would not be borne privately 
which yielded $10,000 of benefits. 

The George Report makes one estimate of the “‘extra’’ cost to governments 
of the Committee’s activities—$100,000—an estimate stated to be on the 
high side.23 The benefits, on my approximation, are $10,000 from special 
counselling and $60,000 in savings on unemployment insurance.24 This yields 
a benefit:cost ratio of .6 for activities of the Consultative Service alone. As 
argued on page 66 above the company had an incentive to pay more of the 
Committee’s cost than it did. Specifically, this was $50,000 ($60,000 that 
the government did pay, less $10,000 for special counselling that the com- 
pany would not have purchased on its own). As it turns out, the necessary 
expenditure by government was $100,000 minus $50,000 or $50,000, and with 
$70,000 in benefits as before, a benefit:cost ratio of 1.4 results. The upshot 
of all this is that the participation of the Consultative Service can be vindic- 
ated in this case, but the subsidization cannot. 


In general the present system encourages the transfer of public monies to 
some firms. In North Sydney this was $50,000 or half the expenditure related 
specifically to the Consultative Service. The total committed cost of agree- 
ments in progress is $900,00025 and there is no way to tell whether the ratio 
of purchasing inefficiency to cost26 is any better or worse than in the docu- 
mented case. 


21 Jbid, p. 169. 

22 Ibid, pp. 81-139. 

23 Ibid, p. 169. 

24The George Report mentions a $40,000 benefit from ‘‘avoiding turning North Sydney into 
a slum” (/bid. p. 170). This ignores the fact that the alternative was not zero income but severance 
pay which, for 150 workers, would have been over $250,000 on my estimate. 

25 As at March 31, 1971. Canada, Department of Manpower and Immigration Annual Report 
1970-1971, Ottawa, Information Canada, 1971, p. 25. 

26 Euphemism for waste. 
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An ideal program would satisfy the following three criteria: 
(1) it would make efficient use of the program’s financial resources, 
(2) it would be allocatively neutral between imputs and, 


(3) it would be welfare increasing. 


In regard to (1) the present Manpower Consultative Service fails on two 
counts: the program is called to action mostly in cases where an independent 
solution is also possible, and present expenditures are a long way from effici- 
ency in any sense of the word. An attempt to move the full costing and a harder 
line when negotiating Manpower Assessment Incentive Agreements seems 
certain to give more results per dollar of expenditure. 

Much of the claim that active manpower policies alleviate inflation rests 
on their ability to induce allocative efficiency and this in turn pre-supposes 
the second criterion above: neutrality between factors of production. Yet, as 
the third section (iii) (page 67) indicates, the Consultative Service does not 
succeed here either. Manpower policy reinforces the regrettable and ill-conceived 
mechanics of our regional policy which makes capital cheaper relative to labor. 
The Department of Manpower and Immigration will finance a portion of the 
cost of conversion to capital intensive techniques. This accomplishes the worst 
of both worlds, the public pays once to set up the artificial prices and then 
once again to maintain those who would have had jobs but do not as a result of 
the modified incentive structure. In these circumstances, it would take the 
skill of the Mona Lisa to keep a straight face while claiming allocative efficiency 
for consultative policies. Any remaining claim as an anti-inflation measure 
must therefore rest on a demonstration that advance planning can lessen 
some of the lags in labor market adjustments, a claim that appears to have 
some validity although its importance has been over-estimated. 

The potential remains for the Manpower Consultative Service to be welfare 
increasing. With a closer approximation to full costing, projects will have 
higher benefit:cost ratios and there will be fewer dislocations induced by the 
existence of the service with a correspondingly better performance on the 
employment objective. 
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chapter eight 


A BRIEF OVERVIEW 


From the overall perspective it appears that Canada’s active manpower policy 
would better serve the national interest if it contained a good deal more in- 
formation useful to the participants, somewhat more mobility assistance, 
and less of the type of training and consultative service that would be under- 
taken privately in any case.! 


On information it is clear that in the short run participants need fewer ad- 
vertisements and more information on where the jobs or workers are.2 In 
the longer run, advance information on occupational prospects is vital to the 
training program as well as to education in a more general sense. Events have 
demonstrated that the reasons for foot-dragging on the provision of informa- 
tion are weak indeed. In 1964 the Economic Council of Canada made a clear 
statement on the necessity of information on the demand for labor: “To for- 
mulate an active labor market policy without this fundamental knowledge 
is impossible.”3 Seven years and several active policies later, some data on 
job vacancies has trickled out. 


In 1965 and 1966 an O.E.C.D. team observed that “the general Canadian 
attitude to possible future imbalances between manpower needs and the man- 


1 See chapters four and six. 


2The Unemployment Insurance Commission deserves praise for recent attempts to broaden 
and improve job search techniques. 


3 Economic Council of Canada, First Annual Review, Economic Goals for Canada to 1970, 
Ottawa, Queen’s Printer, 1964, p. 177. 


Labor market information is discussed in chapters three and four. 
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power supply struck the examining team as being one of surprising lack of 
concern.’’4 It is urgent that we undertake at once a major effort with man- 
power forecasting—including the provision of information on an occupational 
basis so that it can be of use to workers, employers, and manpower counsellors, 
as well as to training agencies, and others. 


An initial look at the labor market signals that are available (in chapter 
three) indicates that in the main the allocative mechanism operates in the direc- 
tions expected, whatever the adjustment speed. For a few occupations, income 
changes signal scarcity but quantity changes indicate that adjustments are 
being made on non-market grounds. Since there are largely licensed professions 
which are labor-intensive, and since the allocative function is not being per- 
formed, an upper limit incomes policy may be a useful measure for doing 
better on the inflation score. Some improvement can be expected if services 
are included under a new competition act; it should then be possible to do 
better on both inflation and employment. 


Canada has made a large commitment to an active manpower policy—most 
of it in retraining—but so far this active policy has not really been tested by 
events. It is expected that the contribution of active manpower programs 
to the reduction of unemployment and inflation will be made when the econ- 
omy is pressing capacity. Except perhaps for a time in 1968-69 this has not 
generally been the case over the life of the active policies. 


In Figure 10 allocative improvements (such as a reduction of vacancies 
through training which increases the number of those with scarce skills), can 
be shown by a shift of a point such as A on the curve, to C or D, a reduction 
in the rate of inflation. To date, most of the expenditure has resulted only 
in moves such as A to B by enrolling the unemployed in training. The train- 
ing program has received most of the money,° and since it has been possible 
to zero in on the occupations where shortages occur, it is unreasonable to 
expect that the program has done much to alleviate inflation during the years 
in question. To the extent that guesses by counsellors on training requirements 
have been correct, some longer-run advantage will ensue. 


4 Organization for Economic Co-operation and Development, Training of and Demand for 
High-Level Scientific and Technical Personnel in Canada: Paris, 1966, p. 121. 

The “‘foot-dragging”’ occurred first, because Canadians had excessive faith in the escape values 
provided by the import (export) of scarce (abundant) skills, as demonstrated in ibid., p. 121, and 
secondly because of the large variance necessarily attached to estimates of future manpower needs 
(ibid., p. 122). Economists have been unhelpfully skeptical of linear projections made by scientists 
who ignore wage elasticities, a point which has more validity if ‘‘superior”’ estimates are forth- 
coming. In a yet unpublished piece, Sewell has rightly argued that the cruder estimates can be of 
some use. The O.E.C.D. group was able—in 1966—to observe: ‘‘There is still a persistent shortage 
of people with some of these skills, for example, in the social sciences and in the medical and other 
health professions. The only area which might be considered to have a surplus of high-level personnel 
was engineering.” Later, ‘“The fear, expressed by the examiners, that current and prospective plans 
for expanding scientific and technological education may create an over-qualified segment of the 
population and thus run the risk of producing economic misfits and arousing discontent was not 
shared by Canadians.” Jbid., pp. 122-123. More recently, useful projections have been provided in 
Frank Kelly, Prospects for Scientists and Engineers in Canada, Ottawa, Information Canada, 1971. 
(Canada, Science Council, Special Study No. 20). The Department of Manpower and Immigration 
made a worthy start with B. Ahamad, A Projection of Manpower Requirements by Occupation in 
1975, Canada and its Regions, Ottawa, Queen’s Printer, 1969. 

5 See chapter two. 
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Figure 10 
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Source. See Appendix III. 


The minimum impact of the active policies must include the unemployed 
who are moved into the training programs.® In Figure 11, the adjusted unem- 
ployment rate shows what the unemployment rate would have been during 
1970 if all persons receiving training had been unemployed. In that year, train- 


6 A discussion of these aspects of active manpower policies can be found in: Malcolm S. Cohen‘ 
“The Direct Effects of Federal Manpower Programs in Reducing Unemployment”, Journal of 
Human Resources, 4:491-507, Fall, 1969; and Gerald G. Somers, ‘‘Federal Manpower Policies’’, 
in Canadian Labor in Transition edited by R. U. Miller and Fraser Isbester, Scarborough, Ont., 
Prentice-Hall, 1971, esp. pp. 76-78. 
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ing lowered the rate from 6.5 per cent to 5.9 per cent on this assumption. The 
program partly counters the seasonality of unemployment as can be seen from 
Figure 11.7 With multipliers associated with training expenditures, and with 
the small mobility program,’ one might speculate that these active policies 
reduced the number who were unemployed in 1970 by 20 per cent. For that 
year it is hard to claim anything for active manpower program against inflation. 

Much promise remains in active manpower programs in Canada. Two 
of the largest, and hopefully the next, steps must be, 


(a) a reconsideration of programs against the test of the rule on non-du- 
plication, and 


(b) the provision of an information system which will tell where the policies 
should be active. 


7In February 70,000 persons were receiving training, in July, 21,000. 
8 See chapter five. 
9 Problems of this sort are discussed in chapters five and seven. 
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APPENDIX I 


Number, and Per Cent of All Employees Earning Less 
than $1.30 per hour for Selected Industries 
in Ontario, October, 1967 


Employees earning less 
than $1.30 per hour 


As a percentage 


of total 
Industry Number employees 

PAT CT INCUSELICS. scssceactsceestosais Si sea Ro kas ee aha aderitac ie UL ee ethcs ene Z,502 20.7 
MPOLLONS VAIN OCs CLOUD MINS). cccccaciarsacivecntenaqtessnnese ater vancene aS 6.6 
IV OOLLET IB IVITIIS 20 -c4, str cssreras tener a fats Reade, sens cen sex OR teenie oe 349 10.9 
SON RE CAT) Pe IVA EN Sp gcc aig. passe atic enes cc 5 SCRA Doah aca ce Ae actos 2211 32.1 
ROT LIN D PIN CUSCIICS esc hs etic cist anh cocaeicteecs cata se ines oh Miindeeve Peete ee: SPA! 95) bea 
PV CHOOCLULTICUISUL IGS 20505 shen gecsek dance serosa resus 1,260 7.0 
BES LI SS CALC Ctersr te Haenay apt eta eA sae Se Oct 60,481 28.8 
Laundries, Cleaners & PreSser.......::cc.ccccsscscesenscecessseveacsecctveveccesess 7,030 44.4 
HioteiseRestaurants & Taverns ieniwssccsectvietcosssc cea ete sncenets 49,818 64.9 


TST ca She er ee ery ie err een renee merit cn te titers are int meee ee 129,749 


Source: Whittingham, Frank, Minimum Wages In Ontario, Analysis and Measurement Problems 
Kingston, Ont., Industrial Relations Centre, Queen’s University, 1970. (Research Series 
No. 11), pp. 17-18. 
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APPENDIX II 


CHANGE IN EMPLOYMENT AND AFTER-TAX INCOME, 
CANADA, 1959-1968 
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List of Occupations 


1. Entertainers & Artists 12. Farmers 

2. Wholesale Traders 13. Municipal Government 
3. Investors 14. Employees of Businesses 
4. Salesmen 15. Consulting Engineers & Architects 
5. Public Utility Operators 16. Accountants 
6. Manufacturers 17. Provincial Government 
7. Proprietors of Construction 18. Federal Government 
8. Retail Traders 19. Employees of Institutions 
9. Other Professionals 20. Lawyers & Notaries 

10. Forestry Operators 21. Teachers & Professors 

11. Fishermen 22. Dentists 


23. Medical Doctors & Surgeons 
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APPENDIX III 


Official Unemployment Rate and Unemployment 
Rate After Adjusting the Labor Force 
and Unemployment the Full Matching 
Assumption, 1970 


Number of Official Adjusted 
Full-Time Unemployment Unemployment 
Month Trainees Rate Rate 
UAELULGAL V corer ee tpece arce.crescncnttecec vase sie ei ceteostenete eee 68 ,496 6.1 6.9 
BCUEUALVpetee en pc tatcee csc one teneat chee eae 70,040 6.5 7.4 
WAAC eee Reha cath riescen Macc nea 68,951 6.7 Thess 
EN Reet rere CLAM, sce tore 52,180 6.6 TP 
1 ERB. ih a Bay hes aR HE Mee eres oon ene Retr 44 ,932 6.1 6.6 
LIES, slat a Aa es le 27,370 6.1 6.4 
BELLE V pene amet ert cd at he fs a tre eR a 21,268 5.9 6.1 
PAUIDUStU Meee er kc an ke enone ear ee 24,926 5.1 5.4 
PODLOLII UCI aentte mere ee eee teen nts aca Meee ee ae 43,965 4.7 Dae 
CLC at tis catrin Pil siete mee 53,050 5.0 5.6 
BNOVEIMMDCL Serta at Nec oacciass asteeceeh roa ee 69,451 he i 6.4 
BCOTN DCE eee ee res siitad tag saed esaensde saree $7,837 6.5 Td 
WA CET Hc Gant d ne ne te RO Olee RE I Se 3.9 6.5 


Norte: The ‘“‘full-matching’”’ assumption used here posits that full-time trainees would otherwise 
be unemployed. No account is taken of teaching manpower absorbed, nor of any employment 
multiplier associated with Canada Manpower Training Program expenditures. 


Source: Calculated from Canada Manpower Review (Second Quarter, 1971), pp. 31-38. 
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TABLEAU IX 


Rapports et dispersion salariaux, selon la catégorie professionnelle et 
par province, Canada, 1961 


iS Nou- 
Ile du Nou- 
ts : Terre- : veau- Saskat- : Ecart 
Categorie professionnelle Canada Netivel tprmneces | -velle- rans Berger Alberta | Britan- fipe 
Edouard | Ecosse wick 


Personnel de direction. ......{ 100 84 67 79 80 
Professions libérales et 

ROGITICIONS Mego cat 3 oa eos 100 12 68 83 81 
Artisans, hommes de métier 

et ouvriers a la production 100 81 60 80 78 
Employés de bureau...... 100 93 80 88 90 
IMANORUVICS geen t-te 1 bea 100 76 56 +i 76 


Source: Calculé a partir de Bureau fédéral de la statistique, Recensement du Canada 1961; Série 3.3 
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